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INTRODUCTION 

The  Senate  Post  Oliice  and  Civil  Service  Committee  is  currently 
holding  hearings  on  S.    2844,  a  bill  to  authorize  increases  in  the 
public-service  allowance  to  the  United  States  Postal  Service  by 
amounts  not  to  exceed   10  percent  of  the  Postal  Service  operating 
expenses  tor  Fiscal  Years   1977,    1978,   and   1979.     This  authoriza- 
tion could  amount  to  $1.5  billion  in  FY  19  77  and  amounts  of  that 
same  order  for  FY  1978  and   1979.     Observers  of  the  mounting 
Postal  Service  deficit  (totalling  close  to  $3.5  billion  by  the  be- 
ginning of  FY  1977)  believe  that  the  financial  relief  which  S.    2844 
would  bring  the  Postal  Service  is  urgently  needed  -  -  that  appropria 
tion  of  the  funds  authorized  would  slow  down  rate  increases  and 
allow  the  current  level  of  service  to  be  maintained.     These  effects 
would  help  to  stabilize  postal  volume  upon  which  the  Postal  Ser- 
vice relies  so  heavily  for  undiminished  revenue. 

In  its  consideration  of  Postal  Service  operations  and  finances,  the 
Committee  has  taken  into  account  a  number  of  studies,   speeches, 
and  assessments  which  have  been  prepared  both  within  and  outside 
Government.     Tor  the  convenience  of  Members  of  the  Senate  and 
House  who  will  be  considering  solutions  to  the  postal  problem, 
and  for  others,  a  compendium  of  these  studies  and  public  state- 
ments follows  . 

GALE  McGEE 

Chairman 

Post  Office  and  Civil  Service 

C    mmittee 
U.S.  Senate 


March  29,    1976 


94th  congress  r%      r\r\  A    A 

2DSESSXOX  J^    2844 


IN  THE  SENATE  OF  THE  UNITED  STATES 

January  19,1976 

Mr.  Burdick  for  Mr.  McGee  introduced  the  following  bill;  which  was  read 
twice  and  referred  to  the  Committee  on  Post  Office  and  Civil  Service 


A  BILL 

To  amend  title  39,  United  States  Code,  with  respect  to  the 
organizational  and  financial  matters  of  the  United  States 
Postal  Service  and  the  Postal  Eate  Commission,  and  for 
other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  "Postal  Reorganization 

4  Act  Amendments  of  1976". 

5  Sec.  2.  (a)  Section  2401  (b)  of  title  39,  United  States 

6  Code,  is  amended  by  striking  out  paragraph   (3). 

7  (b)    Section  2401  of  title  39,  United  States  Code,  is 

8  amended  by  adding  at  the  end  thereof  the  following  new 

9  subsections : 

II 

(1) 


1  "(d)    There  is  authorized  to  be  appropriated  to  the 

2  Postal  Service  for  each  of  the  fiscal  years  ending  September 

3  30,   1977,   1978,  and  1979,  an  amount  not  exceeding  10 

4  percent  of   the   total  estimated  operating  expenses  of  the 

5  Postal  Service  for  the  fiscal  year  for  which  such  appro- 
$  priations  are  requested.  In  requesting  appropriations  under 

7  this  subsection,  or  under  subsection   (b)   of  this  section,  the 

8  Postal  Service  shall  present  to  the  appropriate  committees 
-9  of   the   Congress  a   comprehensive  and  detailed  statement 

10  relating  to  the  following  matters: 

11  "  (1 )  the  plans,  policies,  and  procedures  of  the  Postal 

12  Service  designed  to  comply  with  all  of  the  provisions  of 

13  section  101  of  this  title; 

14  "  (2)  the  operations  of  the  Postal  Service,  including 

15  the  use  of  revenues,  appropriations,  and  amounts  bor- 

16  rowed  under  chapter  20  of  this  title,  for  all  purposes  for 

17  the  most  recent  fiscal  year  for  which  such  information  is 

18  available,  and  for  the  fiscal  year  for  which  funds  are 

19  requested  to  be  appropriated; 

20  "(3)    estimates  as  to  the  revenue  requirements  of 

21  the  Postal  Service  for  the  fiscal  year  for  which  funds  are 

22  requested  to  be  appropriated,  and  the  means  by  which 

23  the  total  estimated  costs  of  the  Postal  Service  shall  be 

24  financed;  and 


3 

1  "(4)    such  other  matters  as  the  committees  may 

2  determine  to  insure  that  the  Congress  is  fully  and  cur- 

3  rently  consulted  and  informed  on  postal  operations,  plans, 

4  and  policies. 

5  "(e)  (1)  Except  as  provided  in  paragraph  (2),  the 
g  Postal  Service  shall  provide  door  delivery  or  curbline 
7  delivery  to  all  permanent  residential  addresses  (other  than 
3  apartment  building  addresses)  during  any  fiscal  year  for 
9  which  the  Congress  has  appropriated  all  of  the  funds  au- 

20  thorized  to  be  appropriated  under  subsection    (1))    or  sub- 

11  section  (d)  of  this  section.  The  Postal  Service  shall  provide 

12  door  delivery  in  any  case  in  which  the  unit  of  general  local 

13  government  having  jurisdiction  over  the  address  involved 

14  has  adopted  zoning  ordinances  in  the  interest  of  protecting 

15  the  public  safety  which  prohibit  the  construction  or  main- 

16  tenance  of  any  structure  on  the  property  adjacent  to  the 

17  curbline. 

18  "  (2)  In  lieu  of  the  delivery  service  required  under  para- 

19  graph    (1)    the  Postal   Service   may   provide   cluster   box 

20  delivery  service  for  any  permanent  residential  address  in 
2i  any  case  in  which  a  unit  of  general  local  government  having 

22  jurisdiction  over  such  address  specifically  approves  the  pro- 

23  vision  of  such  cluster  box  delivery  service. 

24  "(3)  The  failure  of  the  President  to  request  the  appro- 
05  priation  of  any  of  the  funds  authorized  by  this  section  may 
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1  not  be  deemed  a  failure  of  appropriations,   and  shall  not 

2  relieve  the  Postal  Service  of  the  requirement  to  provide  the 

3  delivery  service  required  under  paragraphs    (1)    and    (2) 

4  of  this  subsection. 

5  "  (f)  The  rates  and  fees  established  under  chapter  36  of 
q  this  title  for  zone-rated  mail  matter  formerly  entered  under 
7  former  chapter  67  of  this  title  shall  not  be  more  than  10 
g  percent  less  than  the  rates  and  fees  for  such  mail  matter 
9  would  be  if  the  funds  authorized  under  this  section  were 

10  not  appropriated.". 

11  Sec.  3.    (a)    Section  3601  of  title  39,  United  States 

12  Code,  is  amended  to  read  as  follows: 

13  "§3601.  Establishment 

14  "(a)    The  Postal  Rate  Commission  is  an  independent 

15  establishment  of  the  executive  branch  of  the  Government  of 

16  the  United  States.  The  Commission  is  composed  of  5  Com- 

17  missioners,  appointed  by  the  President,  by  and  with  the 

18  advice  and  consent  of  the  Senate.  The  Commissioners  shall 

19  be  chosen  on  the  basis  of  their  professional  qualifications  and 

20  may  be  removed  by  the  President  only  for  cause.  Not  more 
2i  than  3  of  the  Commissioners  may  be  adherents  of  the  same 

22  political  party. 

23  "(b)  A  Commissioner  may  continue  to  serve  after  the 

24  expiration  of  his  term  until  his  successor  has  qualified,  except 

25  that  such  Commissioner  may  not  so  continue  to  serve  for 
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1  more  than  1  year  after  the  date  upon  which  his  term  other- 

2  wise  would  expire  under  section  3602  of  this  title. 

3  "  (c)   One  of  the  Commissioners  shall  he  designated  as 

4  Chairman  by,  and  shall  serve  in  the  position  of  Chairman  at 

5  the  pleasure  of,  the  President. 

q  "  (d)   The  Commissioners  shall  hy  majority  vote  desig- 

7  nate  a  Vice  Chairman  of  the  Commission.  The  Vice  Chair- 

§  man  shall  act  as  Chairman  of  the  Commission  in  the  ab- 

9  sence  of  the  Chairman.". 

10  (h)    The  provisions   of  section  3601  (a)    of   title   39, 

H  United  States  Code,  as  amended  hy  suhsection    (a),  shall 

12  not  apply  with  respect  to  any  Commissioner  of  the  Postal 

13  Rate  Commission  holding  office  on  the  date  of  the  enact- 

14  ment  of  this  Act,  except  that  such  provisions  shall  apply  to 

15  any  appointment  of  such  a  Commissioner  occurring  after  the 

16  date  of  the  enactment  of  this  Act. 

17  Sec.  4.  Section  3604  of  title  39,  United  States  Code, 
lg  is  amended  to  read  as  follows : 

19  "§3604.  Administration. 

20  "(a)    The  Chairman  of  the  Postal  Rate   Commission 
2i  shall  be  the  principal  executive  officer  of  the  Commission. 

22  The  Chairman  shall  exercise  or  direct  the  exercise  of  all  the 

23  executive  and  administrative  functions  of  the  Commission, 

24  including  functions  of  the  Commission  with  respect  to    (1) 
05  the   appointment   and  supervision   of   personnel    employed 
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1  under   the    Commission,     (2)     the   distribution   of   business 

2  among  such  personnel,  and  among  the  Commissioners,  and 

3  (3)  the  use  and  expenditure  of  funds. 

4  "(b)    In  carrying  out  any  of  his  functions  under  this 

5  section,   the   Chairman  shall  be   governed   by   the  general 

6  policies  of  the  Commission. 

7  "(c)   The  Chairman  may  obtain  such  facilities  and  sup- 

8  plies  as  may  be  necessary  to  permit  the  Commission  to  carry 

9  out  its  functions.  Any  officer  or  employee  appointed  under 
10  this  section  shall  be  paid  at  rates  of  compensation,  subject  to 
H  chapter  51  and  subchapter  III  of  chapter  53  of  title  5  (relat- 

12  ing  to  classification  and  General  Schedule  pay  rates),  and 

13  shall  be  entitled  to  programs  offering  employee  benefits, 
1^  established  under  chapter  10  or  chapter  12  of  this  title,  as 
xo  appropriate. 

16  "  (&)     The    Commission    shall    periodically   prepare    a 

budget   of   the    Commission's   expenses,    including   but  not 

1°  limited  to  expenses  for  facilities,  supplies,  compensation,  and 

19  employee  benefits.  The  Commission  shall  transmit  a  copy  of 

20  the  budget  to  the  Postal  Service.  Expenses  incurred  under  the 

21  budget  prepared  by  the  Commission  under  this  subsection 

22  shall  be  paid  out  of  the  Postal  Service  Fund  established  under 

23  section  2003  of  this  title. 

''(e)    The  provisions  of  section  410  and  chapter  10  of 
this  title  shall  apply  to  the  Commission,  as  appropriate. ". 
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1  Sec.  5.    (a)    Section  3624  of  title  39,   United  States 

2  Code,  is  amended  b}T  redesignating  subsection    (c)    as  sub- 

3  section    (d)    and  by  inserting  immediately  after  subsection 

4  (b)  the  following  new  subsection : 

5  "(c)  (1)  Except  as  provided  by  paragraph   (2)   of  this 

6  subsection,  in  any  case  in  which  the  Postal  Service  makes  a 

7  request  under  section  3622  of  this  title  for  a  recommended 

8  decision  by  the  Commission  on  changes  in  a  rate  or  rates  of 

9  postage  or  in  a  fee  or  fees  for  postal  services,  or  a  request 

10  under  section  3623  (b)  of  this  title  for  a  recommended  deci- 

11  sion  by  the  Commission  on  changes  in  the  mail  classification 
1-  schedule,  the  Commission  shall  transmit  its  recommended 
13  decision  to  the  Governors  under  subsection  (d)  of  this  sec- 
1-1  tion  no  later  than  10  months  after  receiving  any  such  request 

15  from  the  Postal  Service. 

16  "(2)   In  any  case  in  which  the  Commission  determines 

17  that  the  Postal  Service  has  unreasonably  delayed  considera- 

18  tion  of  a  request  made  by  the  Postal  Service  under  section 

19  3622  or  section  3623(b)    by  failing  to  respond  within  a 

20  reasonable  time  to  any  lawful  order  of  the  Commission,  the 

21  Commission  may  extend  the  10-month  period  described  in 

22  paragraph    (1)    of  this  subsection  by  one  day  for  each  day 

23  of  such  delay.". 

21  (1))   The  amendment  made  by  subsection    (a)   shall  not 

^  apply  to  any  action  or  proceeding  with  respect  to    (1)    the 
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1  recommended  decision  of  the  Postal  Rate  Commission  relat- 

2  ing  to  proposed  changes  in  rates  of  postage,  and  in  fees  for 

3  postal  services,  requested  on  September  18,  1975,  by  the 

4  United  States  Postal  Service  in  a  request  bearing  Postal  Rate 

5  Commission  Docket  Number  R76-1;   or    (2)    the  recom- 

6  mended  decision  of  the  Commission  relating  to  the  proposed 

7  establishment  of  a  mail  classification  schedule  made  on  Jan- 

8  uary  18,  1973,  by  the  Postal  Service  in  a  request  bearing 

9  Postal  Rate  Commission  Docket  Numbered  MC73-1. 

10  Sec.  6.    (a)    Section  3641   of  title  39,  United  States 

11  Code,  is  amended  to  read  as  follows: 

12  "§3641.  Temporary  changes  in  rates  and  classes. 

13  "  (a)  In  any  case  in  which  the  Postal  Rate  Commission 

14  fails  to  transmit  a  recommended  decision  on  a  change  in  rates 

15  of  postage  or  in  fees  for  postal  services,  o»*  on  a  change  in  the 

16  mail  classification  schedule,  to  the  Governors  in  accordance 

17  with  section  3624(c)    of  this  title,  the  Postal  Service  ma\ 

18  establish  temporary  changes  in  rates  of  postage,  in  fees  for 

19  postal  services,  or  in  the  mail  classification  schedule,  in  ac- 

20  cordance  with  the  provisions  of  this  section.  Such  temporary 
2i  changes  may  take  effect  upon  such  date  as  the  Postal  Service 

22  may  determine,   except  that  such  temporary  changes  may 

23  take  effect  only  after  10  davs'  notice  in  the  Federal  Register. 

24  "(b)  Any  temporary  rate  or  fee  established  by  the  Postal 

25  Service   under  subsection    (a)    of   this   section  shall  be   in 
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1  accordance  with  the  policies  of  this  title  and  shall  not  exceed 

2  such  amount  as  may  be  necessary  for  sufficient  revenues  to 

3  assure  that  the  total  estimated  income,  including  appropria- 

4  tions,  of  the  Postal  Service  shall,  to  the  extent  practicable,  be 

5  equal  to  the  total  estimated  costs  of  the  Postal  Service. 

6  "  (c)   The  Postal  Service  may  not  establish  any  tempo- 

7  rary  rate  for  a  class  of  mail  or  any  temporary  fee  for  a  postal 

8  service  which  is  more  than  the  permanent  rate  or  fee  re- 

9  quested  for  such  class  or  postal  service  by  the  Postal  Service 

10  under  section  3622  of  this  title. 

11  "(d)  Any  temporary  change  in  rates  of  postage,  in  fees 

12  for  postal  services,  or  in  the  mail  classification  schedule  made 

13  by  the  Postal  Service  under  this  section  shall  remain  in  effect 

14  no  longer  than  150  days  after  the  date  upon  which  the  Com- 

15  mission  transmits  its  recommended  decision  to  the  Governors 

16  under  section  3624(d)   of  this  title,  unless  such  temporary 

17  change  is  terminated  by  the  Governors  before  the  expiration 

18  of  such  period.". 

19  (b)  (1)  The  amendment  made  by  subsection  (a)  of  this 

20  section  shall  not  apply  to  any  action  or  proceeding  with 

21  respect  to  (A)  the  recommended  decision  of  the  Postal  Rate 

22  Commission  relating  to  proposed  changes  in  rates  of  postage, 

23  and  in  fees  for  postal  services,  requested  on  September  18, 

24  1975,  by  the  United  States  Postal  Service  in  a  request  bear- 
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1  ing  Postal  Rate  Commission  Docket  Number  R76-1 ;  or  (B) 

2  the  recommended  decision  of  the  Commission  relating  to  the 

3  proposed  establishment  of  a  mail  classification  schedule  re- 

4  quested  on  January  18,  1973,  by  the  Postal  Service  in  a 

5  request  bearing  Postal  Eate   Commission  Docket  Number 

6  MC73-1. 

7  (2)   The  provisions  of  section  3641  of  title  39,  United 

8  States  Code,  as  such  provisions  were  in  effect  on  the  day 

9  before  the  date  of  the  enactment  of  this  Act,  shall  apply 

10  to  any   temporary  rate   or  fee   established  by   the   Postal 

11  Service  pursuant  to  its  request  to  the  Postal  Rate  Com- 

12  mission,   dated  September   18,    1975,   for  a   recommended 

13  decision,  bearing  Docket  Number  R76-1. 

14  Sec.  7.   (a)  (1)   There  is  hereby  established  the  Com- 

15  mission  on  Postal  Service  (hereinafter  in  this  section  referred 

16  to  as  the  "Commission") .  The  Commission  shall  be  composed 

17  of  5  members,  to  be  selected  as  follows : 

18  (A)    2  appointed  by  the  President  of  the  United 

19  States,  of  whom  one  shall  be  appointed  as  Chairman; 

20  (B)    1  appointed  by  the  President  pro  tempore  of 

21  the  Senate ; 

22  (C)    1  appointed  by  the  Speaker  of  the  House  of 

23  Representatives;  and 

24  (D)  1  appointed  by  the  Postmaster  General. 
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1  (2)  The  members  of  the  Commission  shall  be  appointed 

2  within  30  days  following  the  date  of  the  enactment  of  this 

3  Act. 

4  (3)  Any  vacancy  in  the  Commission  shall  not  affect  its 

5  powers,  but  shall  be  filled  in  the  same  maimer  as  original 

6  appointment. 

7  (b)  (1)    The  Commission  shall  identify  and  study  the 

8  public  service  functions  of  the  United  States  Postal  Service 

9  and  shall  recommend  to  what  extent  and  by  what  means  such 

10  function  may  be  defined  and  costs  thereof  reasonably  esti- 

11  mated.  The  Commission  shall  also  identify,  insofar  as  prac- 

12  ticable,  an}'  difference  between — 

13  (A)  the  costs  that  the  Postal  Service  should  reason- 
11  auiy  ue  expected  to  incur  in  providing  postal  services  in 

15  accordance  with  the  policies  of  title  39,  United  States 

16  Code ; and 

17  (B)   the  revenues  that  the  Postal  Service  may  rea- 

18  sonably  be  expected  to  receive  from  rates  and  fees  for 

19  postal  services,  with  due  consideration  that  demands  for 

20  postal  services  may  be  reflected  by  changes  in  the  levels 
2i  of  such  rates  and  fees. 

22  (2)    The   Commission   shall   determine    the    extent    to 

23  which  the  public  service  functions  of  the  Postal  Service  shall 

24  he  supported  by  appropriations.  The  Commission  shall  recr 

25  ommend  such  a  plan  with  due  consideration  being  given  to — 
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.,  (A)   the  economic  and  social  benefits  of  the  postal 

0  system  to  the  user  and  recipient  of  the  mail; 

(B)    the  relative  economic  ability  of  the  users  of 

4  various  classes  of  mail  to  absorb  the  costs  of  the  postal 

5  system; 

^  (C)  the  costs  of  maintaining  a  system  which  would 

n  provide  a  reasonable  degree  of  regular  postal  services  to 

g  the  entire  public,  and  the  degree  to  which  such  costs 

o  should  be  borne  by  the  public  generally  rather  than 

^q  by  mail  users  in  particular ;  and 

-q  (D)  the  need  of  the  Postal  Service  for  adequate  and 

12  dependable  funding  and  for  systematic  planning  and 

-^3  ratemaking  to  provide  efficient  and  economical  postal 

14  services  in  accordance  with   the  policies   of  title   39, 

15  United  States  Code. 

16  (c)  (1)    For   purposes   of   carrying   out   its   functions 

17  under  this  section,  the  Commission  may  sit  and  act  at  such 

18  times  and  places  and  receive  such  evidence  and  testimony 

19  as  it  considers  advisable. 

20  (2)  The  Commission  may  secure  directly  from  any  de- 

21  partment  or  agency  of  the  United  States  information  and 

22  assistance  necessary  to  carry  out  its  duties  under  this  section. 

23  Each  department  or  agency  is  authorized  and  directed,  to  the 

24  extent  permitted  by  law  and  within  the  limits  of  available 
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1  funds,  to  furnish  information  and  assistance  to  the   Com- 

2  mission. 

3  (3)  When  so  authorized  by  the  Commission,  any  mem- 

4  ber  or  agent  of  the  Commission  may  take  any  action  which 

5  the  Commission  is  authorized  to  take  by  this  section. 

6  (4)   All  meetings,  hearings,  conferences,  or  other  pro- 

7  ceedings  of  the  Commission  shall  be  open  to  the  chairmen 

8  of   the   appropriate   committees   of  the   Congress   or   their 

9  designees  and  reasonable  notice  of  such  meetings  or  hear- 

10  ings  shall  be  given  to  such  chairmen  or  their  designees. 

11  (d)  (1)   Except  as  provided  in  paragraph    (2),  mem- 

12  bers  of  the  Commission  each  shall  receive  as  compensation 

13  the  daily  equivalent  of  the  annual  rate  of  basic  pay  in  effect 

14  for  grade  GS-18  for  each  day  (including  traveltime)   during 

15  which  they  are  engaged  in  the  actual  performance  of  duties 
W  vested  in  the  Commission. 

-^  (2)    Members   of  the   Commission   who   are   full-time 

18  officers  or  employees  of  the  United  States  shall  receive  no 

19  additional  pay  on  account  of  their  service  on  the  Commis- 

20  sion. 

21  (3)   While  away  from  their  homes  or  regular  places  of 

22  business  in  the  performance  of  service  for  the  Commission, 

23  members  of  the  Commission  shall  be  allowed  travel  expenses, 
2<*  including  per  diem  in  lieu  of  subsistence,  in  the  same  manner 
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1  as    persons    employed    intermittently    in    the    Government 

2  service   are   allowed   expenses   under   section    5703  (b)     of 

3  title  5,  United  States  Code. 

4  (e)   The  Commission  may  appoint  and  fix  the  compen- 

5  sation  of  such  personnel  as  it  considers  advisable  without 

6  regard  to  the  provisions  of  title  5,  United  States  Code,  gov- 

7  erning  appointments  in  the  competitive  service,  and  such 

8  personnel  may  be  paid  without  regard  to  the  provisions  of 

9  chapter  51  and  subchapter  III  of  chapter  53  of  such  title 

10  relating  to  classification  and  General  Schedule  pay  rates, 

11  but  at  a  rate  not  to  exceed  the  maximum  rate  authorized  by 

12  the  General  Schedule.  The  Commission  may  procure  the 

13  services  of  experts  and  consultants  in  accordance  with  sec- 

14  tion  3109  of  title  5,  United  States  Code,  but  at  rates  for 
-^  individuals  not  to  exceed  the  daily  equivalent  of  the  annual 
^  rate  of  basic  pay  in  effect  for  the  maximum  rate  authorized 

17  by  the  General  Schedule. 

18  (f)(1)  The  Commission  shall  transmit  to  the  President 

19  and  to  each  House  of  the  Congress  an  interim  report  and  a 

20  final  report  containing  a  detailed  statement  of  its  findings 

21  and  recommendations,  together  with  any  individual  views, 

22  within  2  years  after  the  date  of  the  enactment  of  this  Act. 

23  (2)    The  Commission  shall  not  be  required  to  obtain 
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1  the  clearance  of  any  Federal  agency  before  the  transmittal 

2  of  its  report. 

3  (g)   The  Commission  shall  cease  to  exist  60  days  after 

4  the  transmission  of  its  report  under  subsection    (f)    and  all 

5  offices  and  employment  under  it  shall  then  expire. 

6  (h)    There  is  authorized  to  be  appropriated  to  the  Postal 

7  Service  Fund  established  under  section  2003   of  title   39, 

8  United   States    Code,    without   fiscal   year   limitation,    such 

9  sums  as  may  be  necessary  to  carry  out  the  provisions  of 

10  this  section.  Expenses  incurred  by  the  Commission  shall  be 

11  paid  out  of  the  Postal  Service  Fund. 
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CHAPTER_1 

A  FRAMEWORK  FOR  EVALUATING 

THE  POSTAL  SERVICE 

Both  before  and  after  passage  of  the  Postal  Reorganiza- 
tion Act,  GAO  has  maintained  a  strong  audit  presence  in  postal 
operations.   During  the  period  of  the  Postal  Service's  exist- 
ence, about  225  staff-years  of  effort  have  been  spent  auditing 
postal  operations.   GAO  has  issued  126  reports  on  a  wide  range 
of  postal  topics  during  the  period — 11  were  issued  to  the 
Congress,  74  were  in  response  to  requests  of  Committees  or 
Members  of  Congress,  and  41  were  addressed  to  the  Postmaster 
General  or  other  Postal  Service  officials.   A  complete  list 
of  the  reports  issued  is  provided  in  appendix  I;  excerpts 
from  selected  reports  are  provided  in  appendix  II. 

The  Comptroller  General  and  other  GAO  officials  have, 
on  eight  occasions,  testified  before  Senate  and  House  com- 
mittees and  subcommittees  on  the  Postal  Service's  operations 
such  as  the  financial  status  of  the  Service,  savings  available 
in  postal  operations  in  rural  America,  and  procurement  and 
contracting  activities.   (See  appendix  III.)   GAO  has  also 
responded  to  numerous  requests  from  the  general  public 
on  various  matters  concerning  the  Postal  Service. 

Moreover,  in  this  case,  we  believe  the  whole  is  more 
than  the  sum  of  the  parts.   Through  its  continuous  moni- 
toring of  postal  operations,  GAO  has  gained  insights  into 
the  Postal  Service's  problems  that  go  beyond  written  reports 
on  individual  subjects. 

The  purpose  then  of  this  staff  paper  is  simply  to  bring 
together  in  one  document  the  sum  of  GAO's  experience  and 
expertise  in  postal  operations  to  assist  Members  of  the 
Congress  in  their  efforts  to  find  solutions  to  the  Postal 
Service's  problems. 

GENESIS  OF  THE  POSTAL  SERVICE 

In  the  years  preceding  the  Postal  Reorganization  Act, 
the  Post  Office  Department  was  engaged  in  what  the  Post- 
master General  termed  a  "race  with  catastrophe."   In  December 
1963  and  in  October  1966  major  breakdowns  in  the  postal 
system  resulted  in  millions  of  parcels  and  letters 
being  delayed  for  extended  periods.   While  the  immediate 
causes  of  these  breakdowns  were  identifiable  and  correct- 
able, they  were  merely  symptomatic  of  an  organization  that 
was  in  deep  trouble.   The  Post  Office  Department's  diffi- 
culties were  caused  by  a  series  of  inter -related  problems 
including 
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— a  management  system  that  tendered  impotent  those 
in  a  position  of  responsibility, 

— an  antiquated  physical  plant  incapable  of  handling 
the  ever  increasing  volume  of  mail, 

— a  lack  of  mechanization  necessitating  vast  armies 
of  people  to  move  the  mails,  and 

— a  workforce  that  suffered  from  poor  pay,  poor  working 
conditions,  poor  career  opportunities,  and  poor  morali 

Recognizing  the  malaise  inherent  in  the  Post  Office  Depart- 
ment, the  President  established  the  Commission  on  Postal 
Organization  in  1967. 

In  its  1968  report,  the  Commission  recommended  the 
establishment  of  an  independent  postal  service  free  of  the 
operating  constraints  that  had  plagued  the  Post  Office 
Department.   These  constraints  were  best  expressed  in  a 
short  exchange  between  the  Postmaster  General  and  the 
Chairman  of  the  Post  Office's  appropriations  subcommittee: 

Mr.  Steed:   General.  .  .  would  this  be  a  fair 
summary:   that  at  the  present  time,  as  the  manager 
of  the  Post  Office  Department,  you  have  no  control 
over  your  workload,  you  have  no  control  over  the 
rates  of  revenue,  you  have  no  control  over  the  pay 
rates  of  the  employees  that  you  employ,  you  have 
very  little  control  over  the  conditions  of  the 
service  of  these  employees,  you  have  virtually 
no  control,  by  the  nature  of  it,  of  your  physical 
facilities,  and  you  have  only  a  limited  control, 
at  best,  over  the  transportation  facilities  that 
you  are  compelled  to  use — all  of  which  adds  up 
to  a  staggering  amount  of  "no  control"  in  terms 
of  the  duties  you  have  to  perform.  .  . 

Mr.  O'Brien:   Mr.  Chairman,  I  would  have  to  gener- 
ally agree  with  your  premise.  .  .  that  is  a 
staggering  list  of  "no  control."   I  don't  know 
[whether]  it  has  ever  been  put  that  succinctly  to 
me.   If  it  had  been  at  an  appropriate  time,  perhaps 
I  wouldn't  be  sitting  here. 

The  Congress  was  persuaded  by  the  arguments  advanced 
for  an  independent  Postal  Service  and  passed  the  Postal 
Reorganization  Act  in  August  1970.   The  Postal  Service 
began  operations  in  July  1971,  amidst  high  expectations 
of  improved  performance.   In  essence,  it  was  "felt  that 
with  independence,  management  would  be  able  to  cure  the 
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ills  of  the  postal  system  through  the  application  of 
business-like  practices. 

Turning  around  the  Postal  Service  is  not  an  easy 
task  considering  it 

— processes  about  90  billion  pieces  of  mail  a  year; 

— employs  700,000; 

— uses  220,000  vehicles; 

--operates  40,000  post  offices,  stations,  and  branches; 

and 

— spends  about  $13  billion  a  year. 

OBJECTIVES  OF  THE  POSTAL  SERVICE 

As  embodied  in  the  Reorganization  Act,  the  objectives 
of  the  Postal  Service  can  be  summarized  as 

— providing  quality  mail  service, 

— charging  reasonable  and  equitable  rates, 

— attaining  financial  self-sufficiency,  and 

— providing  fair  treatment  of  employees. 

A  reasoned  evaluation  of  the  Postal  Service's  first  4-1/2 
years  of  operation  would  of  necessity  require  an  evaluation 
of  its  performance  in  meeting  each  of  these  four  objectives. 
From  our  work,  we  observe  that: 

--mail  delivery  standards,  as  established  by  the 
Postal  Service,  are  generally  being  met, 

— rates  may  be  getting  close  to  the  unacceptable 
range, 

— self-sufficiency  has  not  been  attained  and  there 
are  no  immediate  prospects  of  doing  so,  and 

— the  lot  of  the  postal  employee  has  been  greatly 
improved . 

The  remaining  sections  of  this  staff  report  goes  into 
detail  on  GAO ' s  findings  and  conclusions  regarding  the 
Service's  performance  and  what  might  be  done  in  each  of 
these  important  areas. 
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CHAPTER  2 


QUALITY  OF  MAIL  SERVICE 


One  of  the  major  goals  of  the  Postal  Reorganization  Act 
is  good  quality  mail  service.   But  what  is  quality  mail  serv- 
ice, and  how  do  you  measure  it?  The  Postal  Service  answers 
these  questions  largely  in  terms  of  its  success  in  meeting 
delivery  performance  standards  established  for  first-class 
mail.   It  is  currently  meeting  or  exceeding  these  standards 
for  the  majority  of  such  mail. 

The  Postal  Service  believes  that  mail  service  is  good, 
the  best  in  the  world.   Yet  widespread  discontent  is  evi- 
dent from  daily  newspaper  articles  and  continuing  customer 
complaints  to  the  Service  and  to  their  elected  representa- 
tives . 

DELIVERY  STANDARDS 

To  provide  quality  mail  delivery,  the  Service  established 
the  following  standards  for  first-class  mail: 

— 1-day  (overnight)  delivery  within  local  areas  (gen- 
erally within  sectional  centers  and  among  adjoining 
sectional  centers). 

— 2-day  delivery  within  a  600-mile  radius. 

— 3-day  delivery  to  all  other  areas. 

These  standards  apply  only  to  mail  which  has  the  proper 
address  and  ZIP  code  and  which  is  posted  by  the  last  mail 
pickup  time — generally  5  p.m.   The  statistics  indicating 
the  extent  of  the  Service's  achievement  of  these  goals  are 
collected  and  analyzed  under  what  is  called  the  "Origin- 
Destination  Information  System"  (ODIS). 

How  Successful  Has  The  Postal  Service 
Been  In  Meeting  Its  Delivery  Standards? 

The  Postal  Service's  standards  for  first-class  mail  in 
overnight  areas  were  established  in  fiscal  year  1972  and  in 
2-  and  3-day  areas  about  a  year  later.   During  the  first 
year,  about  94  percent  of  stamped  first-class  mail  destined 
for  local  delivery  was  delivered  overnight.   Since  then, 
delivery  performance  has  improved  and  the  Service  consis- 
tently achieves  its  95-percent  goal.   During  the  two 
quarters  ending  September  30,  1975,  the  Service  achieved 
96  percent  on  overnight  delivery  nationwide. 

It  has  been  less  successful  in  2-day  and  3-day  areas 
where  delivery  performance  averaged  in  the  mid  to  high  80 's 
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initially.   Performance  has  improved  steadily.   For  the 
same  two  quarters,  the  Service  achieved  94  percent  in 
2-day  areas  and  92  and  93  percent  in  3-day  areas,  the 
highest  delivery  percentages  to  date. 

In  order  to  compare  first-class  mail  delivery  per- 
formance before  and  after  ,the  postal  reorganization,  we 
used  average  time  to  delivery,  the  only  continuing  measure 
of  first-class  mail  service  available.   As  shown  on  the 
graph  below,  first-class  mail  service  has  improved  since 
July  1,  1971,  when  the  postal  reorganization  became  fully 
effective  but  is  still  not  as  good  as  the  service  provided 
during  the  last  half  of  fiscal  year  1969  under  the  former 
Post  Office  Department. 

First-class  mail  service  deteriorated  to  its  lowest 
point  in  the  first  quarter  following  enactment  of  the  act 
(the  quarter  ending  December  1970)  but  has  continually 
improved  since  that  time.   According  to  postal  officials, 
the  deterioration  of  service  was  caused  by  uncertainties 
surrounding  the  postal  reorganization,  management  emphasis 
on  cost  reductions  rather  than  on  customer  service,  increases 
in  mail  volume,  and  changes  in  the  processing  of  first-class 
mail . 

At  the  beginning  of  the  first  postal  quarter  of  fiscal 
year  1972,  the  Postal  Service  discontinued  considering 
Sundays  and  holidays  in  computing  the  average  number  of 
days  to  deliver  local  first-class  mail;  at  the  beginning 
of  the  second  postal  quarter  of  fiscal  year  1972,  this 
procedure  was  expanded  to  cover  all  first-class  mail. 
Eliminating  Sundays  and  holidays  in  the  computations 
understates  the  delivery  time,  the  effect  of  which  is 
contrasted  on  the  graph  in  solid  and  broken  lines. 

For  example,  before  July  1971,  first-class  mail  post- 
marked on  Friday  and  received  at  a  delivery  point  on  Monday 
was  counted  as  receiving  3-day  service;  however,  at  the 
beginning  of  the  second  postal  quarter  of  fiscal  year  1972, 
all  first-class  mail  postmarked  on  Friday  and  received  at 
a  delivery  point  on  Monday  was  counted  as  receiving  2-day 
service.   Eliminating  Sundays  and  holidays  in  computing 
the  average  time  to  deliver  first-class  mail  understates 
actual  delivery  time  by  an  average  0.16  days. 

Are  Delivery  Performance 
Statistics  Reliable ? 

Since  frequent  reference  is  made  to  ODIS  statistics  as 
a  measure  of  the  quality  of  mail  service,  we  looked  into 
the  accuracy  and  reliability  of  the  system.   In  our  report 
to  the  Congress  entitled,  "System  for  Measuring  Mail  Delivery 
Performance — Its  Accuracy  and  Limits"  (GGD-75-109,  10-17-75) 
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we  pointed  out  that  ODIS  does  provide  a  reliable  measure 
of  first-class  mail  delivery  performance  on  a  nationwide 
basis  within  the  specifications  established  by  the  Service. 
That  is,  as  pointed  out  above,  it  includes  only  stamped 
first-class  mail  which  is  properly  addressed,  ZIP  coded, 
and  deposited  prior  to  the  last  mail  pickup  time — generally 
5  p.m. 

Delivery  time  is  measured  from  the  date  mail  is  post- 
marked to  the  date  it  reaches  the  last  delivery  unit  before 
being  placed  into  the  addressee's  hands.   Delays  can  occur 
prior  to  postmarking  and  in  delivery  which  ODIS  would  not 
recognize.   And,  ODIS  does  not  provide  a  reliable  measure 
of  other  first-class  mail  (metered,  permit,  and  Government), 
However,  we  have  no  reason  to  believe  that  this  mail  moves 
any  differently  than  stamped. 

The  most  important  delivery  statistic  to  the  Service 
is  overnight  delivery.   The  geographic  areas  committed  for 
overnight  deliveries  are  determined  by  local  postal  manage- 
ment.  Overnight  commitments  range  from  local  metropolitan 
areas  to  an  entire  state  or  more.   Generally,  however, 
commitments  are  made  to  only  those  areas  where  postal 
management  expects  to  meet  its  goal  95  percent  of  the 
time.   The  Service  is  continually  expanding  the  overnight 
delivery  areas  which  now  include  over  50  percent  of  first- 
class  mail  volume.   The  First-Class  Improvement  Program, 
currently  being  tested  by  the  Service,  will  further  expand 
overnight  delivery  areas  as  well  as  2-day  delivery  areas. 
This  program  is  discussed  in  more  detail  later  in  the 
report  (see  p.  11). 

Although  ODIS  statistics  are  reliable  on  a  nationwide 
basis,  there  are  weaknesses  in  ODIS  which  make  local  over- 
night delivery  performance  statistics  less  reliable . 
Examples  include 

— ODIS  can  be  manipulated  at  the  local  level. 

— Samples  for  local  areas  may  be  too  small  for 
reliable  biweekly  performance  reports. 

— The  system  has  a  flaw  resulting  from  dual  pur- 
pose measurement  of  mail  delivery  performance 
and  volume. 

— Inadequately  trained  clerks  make  many  data- 
recording  errors.   A  well-trained,  independent 
cadre  would  be  the  most  effective  way  of  assuring 
that  tests  are  properly  and  accurately  taken. 

— Some  data  on  the  characteristics  of  sample  mail 
is  lost  during  the  processing  of  data  collection 
forms  at  Service  headquarters. 
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Because  of  the  large  amount  of  data  collected  and  the  rela- 
tively small  amounts  of  erroneously  recorded  and  lost  data, 
nationwide  statistics  are  not  greatly  affected. 

We  made  a  number  of  recommendations  to  the  Service  for 
improving  the  accuracy  and  reliability  of  local  delivery 
performance  statistics.   The  Service  concurred  with  our 
recommendations  and  has  taken  or  begun  corrective  action 
on  each. 

IF  MAIL  SERVICE  IS  GOOD , 
WHY  ALL  THE  COMPLAINTS ? 

The  Service  is  achieving  high  marks  on  delivery  per- 
formance.  Why  then  the  seemingly  widespread  dissatisfaction 
with  the  quality  of  service  as  expressed  through  customer 
complaints,  critical  newspaper  articles,  and  continued 
requests  to  us  by  Members  of  Congress  to  take  a  look  at 
the  quality  of  mail  service  in  their  constituencies?   The 
volume  of  such  complaints  has  prompted  individual  Members 
and  oversight  committees  to  request  us  to  look  into  the 
quality  of  mail  service  in  17  cities  or  states. 

Who's  right?   Everyone! 

It's  a  fact  that  the  mail  is  moving  well.   It's  also, 
unfortunately,  probably  correct  to  state  that  more  mail  is 
being  delayed  for  longer  periods  than  was  the  case  a  few 
years  ago.   The  explanation  is  obviously  that  although  most 
of  the  mail  is  moving  well,  the  part  that  isn't,  despite 
being  proportionately  small,  still  adds  up  to  several  billion 
potential  complaints  a  year.   For  example,  even  if  the  Serv- 
ice delivered  95  percent  of  the  51.4  billion  pieces  of  first- 
class  mail  handled  during  fiscal  year  1975  on  time,  2.6 
billion  pieces  would  be  late.   Customer  concern  for  delayed 
mail  is  substantiated  in  the  early  results  of  the  Service's 
national  customer  complaint  program.   Complaints  resulting 
from  delayed  mail  led  the  list.   Our  reviews  indicate  that 
a  substantial  part  of  the  delays  is  caused  by  missent  mail. 

As  discussed  in  our  October  1974  report  to  the  Congress 
entitled  "Missent  Mail — A  Contributing  Factor  to  Mail  Delay 
and  Increased  Costs,"  the  multi-position  letter  sorting 
machine  operation  is  largely  to  blame. 

Before  the  Service  began  using  letter  sorting  machines 
in  the  1960's,  it  sorted  all  mail  by  hand.   Today,  it  sorts 
less  than  half  the  letters  manually  in  49  and  77  bin  cases 
of  a  type  used  when  Benjamin  Franklin  was  Postmaster  General. 
Because  of  the  limited  capacity  of  these  cases,  several  sorts 
are  often  necessary  to  properly  distribute  letters  by  hand. 
The  hand-sorting  rate  is  about  30  letters  per  minute. 
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The  machines  have  increased  the  letter-sotting  rate  per 
operator  to  about  60  letters  per  minute  and  the  distribution 
capacity  to  277  bins.   Thus,  the  need  for  several  sortings 
of  a  letter  has  been  reduced  and  productivity  has  been 
greatly  increased.   The  12  machine  operators  can  process 
up  to  43,200  letters  per  hour. 

Our  test  of  sorting  machine  operations  at  three  post 
offices,  however,  showed  that  about  7  percent  of  outgoing 
mail  was  being  missent.   The  delay  in  delivering  missent 
mail  is  a  major  reason  why  the  Service  has  not  achieved 
its  delivery  standards  in  2-day  and  3-day  areas. 

Currently,  about  60  percent  of  the  51  billion  pieces 
of  first-class  mail  are  being  processed  on  letter  sorting 
machines.   The  Service  is  constantly  adding  more  machines 
around  the  country  to  further  mechanize  the  sorting  of  mail 
to  speed  deliveries  and  cut  labor  costs.   At  the  time  of 
reorganization,  the  Service  had  about  280  letter  sorting 
machines.   Today,  including  those  on  order,  the  Service 
has  712  such  machines. 

It  follows  that  as  more  multi-position  letter  sorting 
machines  are  added,  and  more  mail  is  processed  on  them, 
the  amount  of  missent  mail  will  rise  proportionately — 
unless,  and  we  stress  "unless,"  the  Postal  Service  can 
solve  this  problem.   In  response  to  the  recommendations 
in  our  report,  the  Service  has  taken  actions  which  have 
reduced  the  amount  of  missent  mail.   Examples  include 

— design  changes  to  reduce  both  machine  and  operator 
errors, 

— improved  overall  working  conditions, 

— established  work  standards, 

— implemented  quality  control  programs  for  improving 
letter-sorting  machine  output,  and 

— removing  and  expeditiously  forwarding  missent  mail. 

OTHER  PERCEPTIONS  OF 
QUALITY  MAIL  SERVICE 

An  exact  definition  of  what  constitutes  quality  mail 
service  is  hard  to  come  by  because  the  needs  and  perceptions 
of  mail  users  differ.   As  we  pointed  out  earlier,  the  Postal 
Service  measures  it  in  terms  of  delivery  time  for  first-class 
mail.   First-class  mail  accounts  for  60  percent  of  total 
mail  volume.   It  is  probably  the  most  important  and  cer- 
tainly the  most  visible  and  easiest  of  the  classes  to 
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measure  because  of  the  postmark  date.   The  Service  gets 
more  complaints  about  first  class  than  any  other  class. 

But  complaints  are  also  filed  concerning  the  other 
three  classes  of  mail;  the  dozen  or  more  special  services 
(express  mail,  special  delivery,  etc.);  hours  of  collec- 
tions, window  service,  and  deliveries;  and  any  number  of 
other  things.  Obviously,  some  people  do  not  measure  the 
quality  of  mail  service  strictly  in  terms  of  first-class 
mail  delivery  speed. 

As  we  pointed  out  in  our  report  to  the  Congress 
entitled  "Problems  Affecting  Maii  Service  And  Improvements 
Being  Taken"  (B-114874,  dated  March  20,  1974)  the  Service 
took  a  number  of  economy  measures  at  the  time  of  reorgan- 
ization which  have  affected  the  quality  of  mail  service. 
They  include 

— reducing  collection  services, 

— reducing  delivery  services,  and 

— curtailing  Saturday  window  service. 

People's  perception  of  service  deterioration  is  often 
cause  by  a  misunderstanding  of  postal  operations.   The 
Service's  area  mail  processing  program,  implemented  in 
1971,  is  a  good  example. 

The  objectives  of  the  program  are  to  achieve  (1)  more 
efficient  processing  through  use  of  mechanized  equipment, 
(2)  better  use  of  existing  and  planned  facilities,  and  (3) 
better  use  of  manpower.   To  achieve  these  objectives,  all 
mail  originating  within  a  specified  geographic  area  is 
consolidated  at  a  sectional  center  facility  for  processing 
and  for  dispatch  to  its  destination,  a  fairly  radical  change 
from  the  previous  method  whereby  most  mail  was  sorted  locally 

The  massing  of  mail  at  large  facilities  under  area  mail 
processing  to  take  advantage  of  mechanization  to  reduce 
labor  costs,  although  conceptually  sound,  resulted  in 
numerous  complaints.   Many  people  could  not  accept  the 
idea  that  it  was  cost  effective  to  truck  the  mail  over  long 
distances  to  the  mail  processing  facility  only  to  be  returned 
to  the  same  locale  to  be  delivered. 

To  get  a  better  feel  for  the  extent  of  customer  dis- 
satisfaction and  to  better  direct  its  effort  to  solving 
problems,  the  Service  instituted  a  nationwide  consumer 
service  system  in  the  Fall  of  1975.   The  Postmaster  General 
stated  that  once  established,  the  system  would  demonstrate 
both  the  Service's  willingness  to  solve  people's  problems 
and  the  overall  high  quality  of  its  service. 
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The  key  to  the  new  system  is  the  Consumer  Service 
Card.   The  Consumer  Service  Card  is  a  two-piece  card — two 
postcards  with  carbon  paper  between  them.   It  is  bound 
with  a  detachable  tab  which,  when  pulled,  removes  the 
carbon  paper  and  leaves  two  mailable,  prepaid  cards. 

The  card  allows  not  only  for  complaints,  but  also 
for  information  requests,  suggestions,  and  other  comments, 
including  compliments.   One  card  goes  to  the  local  post- 
master or  station  or  branch  manager,  who  has  full  respons- 
ibility for  handling  the  complaint  or  inquiry.   The  other 
goes  to  the  Office  of  Consumer  Affairs  in  Washington,  D.C., 
where  the  information  is  extracted  to  create  an  index  of 
consumer  satisfaction.   Both  halves  of  the  card  carry  a 
unique  serial  number. 

After  acting  satisfactorily  on  an  individual  Service 
Card,  the  postmaster  jots  an  explanation  of  how  the  problem 
was  handled  on  the  reverse  side  of  his  copy  of  the  card  and 
mails  it  to  Washington.   The  case  is  then  marked  closed. 

Preliminary  returns  indicate  fewer  complaints  than 
expected  by  the  Service.   During  the  first  7  weeks  of  the 
program,  more  than  148,000  consumer  cards  arrived  at  head- 
quarters of  which  about  88.2  percent  had  complaints.   It  is 
still  too  early,  however,  to  draw  any  conclusions  on  whether 
the  volume  of  complaints  indicate  general  satisfaction  of 
customers  with  the  quality  of  mail  service. 

WHERE  TO  FROM  HERE? 

What  avenues  are  open  to  the  Postal  Service  in  the  near 
future  if  it  is  to  improve  service  and  control  rising  costs? 
Obviously,  a  breakthrough  in  mechanization  would  be  necessary 
to  effect  any  substantial  reduction  in  labor,  which  accounts 
for  over  85  percent  of  the  Service's  expenditures.   What 
then  is  the  Service  doing  and  what  more  can  be  done? 

The  Postal  Service  recently  implemented  its  new  First- 
Class  Improvement  Program  and  announced  other  service 
changes  currently  in  process  or  under  study.   Some  involve 
altering  the  form  of  services  provided,  but  not  the  quality, 
such  as  closing  small  post  offices  and  providing  an  alter- 
native service.   One  proposal  under  study — eliminating 
delivery  one  day  a  week — would  reduce  the  quality  of  mail 
service  in  the  eyes  of  many.   The  Service  estimates  savings 
of  about  $350  million  would  result  if  5-day  delivery  was 
instituted. 

First-Class  Improvement  Program 

On  October  11,  1975,  the  Service  implemented  the  "First- 
Class  Improvement  Program"  (FCIP),  a  test  plan  to  upgrade 

11 


31 


first-class  mail  service  to  achieve  delivery  equal  to  or 
better  than  airmail.   Prior  to  the  new  program,  airmail 
service  was  destined  for  1-  to  2-day  delivery  while  first- 
class  mail  was  destined  for  1-  to  3-day  delivery  depending 
on  distance  and  available  transportation.   Under  FCIP,  90 
percent  of  all  first-class  mail  weighing  13  ounces  or  less 
is  programmed  for  next  and  second  day  delivery.   For  the 
mailing  public,  the  practical  effect  of  FCIP  is  that  there 
no  longer  will  be  an  advantage  in  purchasing  airmail  postage 
for  domestic  delivery. 

The  Service  estimates  that  it  will  save  $90  to  $96 
million  by  implementing  FCIP  because  airmail  will  no  longer 
be  collected,  handled,  and  processed  separately  from  first- 
class  mail.   An  independent  study  by  the  Postal  Rate  Com- 
mission concluded  the  Service  might  expect  to  achieve  a 
net  annual  saving  of  at  least  $88  million. 

Because  airmail  and  first-class  mail  will  be  receiving 
essentially  the  same  level  of  service,  the  existence  of  two 
separate  rate  categories  is  planned  to  be  discontinued  if 
FCIP  is  determined  successful.   Cost,  revenue,  volume,  and 
service  data  will  be  evaluated  throughout  the  test  period 
and  within  9  months  the  Service  will  provide  the  Postal 
Rate  Commission  with  its  final  evaluation  of  the  program. 
This  report  will  indicate  (1)  whether  the  program  has 
succeeded  in  increasing  the  speed  of  delivery  for  first- 
class  mail  to  the  point  where  the  need  for  airmail  service 
no  longer  exists,  (2)  whether  additional  steps  should  be 
taken  to  improve  the  speed  of  delivery  for  first-class  mail, 
and  (3)  whether  some  form  of  separately  processed  mail, 
such  as  an  express  service,  is  warranted. 

Service  In  Rural  America 

In  response  to  our  report  entitled  "$100  Million  Could 
Be  Saved  Annually  In  Postal  Operations  In  Rural  America 
Without  Affecting  The  Quality  Of  Service,"  the  Service  has 
begun  to  identify  which  small  post  offices  could  be  closed 
without  impairing  service  to  their  customers. 

Mail  service  to  rural  areas  is  provided  through  18,300 
small  offices  (formerly  referred  to  as  third-  and  fourth- 
class  post  offices);  2,100  contractor  operated  facilities; 
and  30,700  rural  routes.   About  4  million  families  are 
served  by  the  facilities.   About  12  million  families  are 
given  rural  box  delivery  by  rural  carriers  who  are  postal 
employees  or  contract  carriers. 

As  we  pointed  out  in  our  report,  as  many  as  12,000 
offices  could  be  closed  and  mail  services  continued  through 
an  equally  satisfactory  but  less  costly  alternative.   The 
change  amounts  to  little  more  than  giving  2  million  rural 
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families  essentially  the  same  type  of  service  provided  to 
the  12  million  other  rural  families,  and  the  Service's  annual 
costs  could  be  reduced  by  about  $100  million. 

Unfortunately,  when  the  report  was  released,  some  persons 
got  the  impression  that  we  were  advocating  the  wholesale, 
indiscriminate  closure  of  small  post  offices  to  save  money. 
This  is  not  true.   We  are  aware  of  the  need  to  act  judiciously 
in  this  matter. 

Our  concern  about  the  impact  of  closing  small  post  offices 
led  us  into  28  states  in  which  we  talked  to  hundreds  of  people 
most  affected — the  rural  customer. 

During  our  review,  we  personally  asked  hundreds  of  rural 
customers  how  their  mail  service  was  affected  when  their 
post  offices  were  closed.   These  customers  reside  in  32 
communities  in  28  states  all  across  the  country.   Commun- 
ities selected  were  such  that  the  postal  customers  could 
remember  the  service  provided  by  their  old  post  office  and 
yet  have  sufficient  experience  with  their  new  service  to  make 
a  reasonable  comparison.   Given  the  geographic  spread  of  the 
communities,  we  feel  that  the  results  are  indicative  of  the 
nationwide  attitudes  of  rural  postal  customers. 

The  results  of  our  review  were  overwhelming.   Ninety-one 
percent  of  all  customers  interviewed  felt  their  new  mail 
service  was  as  good  as,  and  in  a  number  of  instances  better, 
than  the  service  provided  by  their  former  post  offices. 

Curbside  And  Cluster  Box  Delivery 

In  another  area  of  mail  delivery  the  Service  instituted 
a  new  policy  of  providing  only  curbside  or  cluster  box  delivery 
to  new  housing  developments.   Developments  currently  receiving 
door-to-door  service  would  not  be  affected.   The  Service 
estimates  that  the  average  door-to-door  delivery  costs  $49, 
while  curbside  and  cluster  box  deliveries  average  $39  and 
$24,  respectively. 

During  the  past  5  years,  motorized  delivery  and  improved 
methods  have  allowed  the  Service  to  handle  a  13-percent 
increase  in  delivery  points,  while  reducing  the  number  of 
carriers  and  drivers  by  almost  5  percent.   The  Service 
estimated  that  delivering  to  curbside  and  cluster  boxes 
could  reduce  fuel  costs  and  save  the  Service  $115  million 
by  1980. 

The  Service  has  met  with  strong  opposition  to  this 
policy  in  many  local  areas,  some  in  the  form  of  ordinances 
which  prohibit  residents  from  installing  curbside  boxes. 
S.  2844  would  restrict  the  Service's  use  of  cluster  boxes 
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in  any  case  in  which  a  unit  of  local  government  does  not 
specifically  approve  the  use  of  such  cluster  box  delivery 
service.   The  Service  is  opposed  to  this  proposal. 

Mechanization 

To  speed  mail  deliveries,  increase  productivity,  and 
reduce  costs,  the  Service  is  steadily  increasing  the  amount 
of  mail  being  sorted  on  letter  sorting  machines.   Two 
changes  in  the  mail  distribution  system  have  enabled  the 
Service  to  do  this — the  Managed  Mail  Program,  implemented 
in  February  1970,  and  Area  Mail  Processing,  implemented 
in  February  1971.   Under  the  Managed  Mail  Program,  post 
offices  sort  mail  going  out  of  State  to  large,  mechanized 
facilities  in  each  State  designated  as  State  distribution 
centers.   At  the  State  distribution  center,  mail  is  sorted 
and  sent  to  the  other  mechanized  facilities  in  the  State 
for  processing  and  delivery.   Previously,  post  offices 
sorted  mail  directly  to  the  individual  mechanized  facilities 
in  the  destination  State. 

Under  Area  Mail  Processing,  all  mail  originating  within 
a  specified  geographic  area  is  consolidated  at  a  mechanized 
facility  for  processing  and  for  dispatch  to  its  destination. 
The  objectives  of  mail  massing  under  Area  Mail  Processing 
are  to  achieve  (1)  more  efficient  processing  through  use 
of  mechanized  equipment,  (2)  better  use  of  existing  and 
planned  facilities,  and  (3)  better  use  of  manpower. 

In  fiscal  year  1972,  about  35  percent  of  letter  mail 
was  sorted  by  machine;  whereas,  in  fiscal  year  1975,  about 
60  percent  was  machine  sorted.   We  believe  that  more  emphasis 
should  be  placed  on  standardizing  both  the  size  of  letters 
and  ZIP  code  placement  to  farther  increase  the  benefits 
of  mechanization.   The  Service  has  been  reluctant  to  move 
in  this  direction  because  of  possible  adverse  reaction 
from  the  public. 

Japan  and  the  Soviet  Union  are  developing  systems 
which  require  standardization  of  envelope  sizes  and  the 
use  of  preprinted  blocks  for  address  codes  which  are 
optically  read.   With  this  system,  handwritten  script  can 
be  optically  read.   The  optical  character  reader  currently 
in  use  in  our  system  can  only  be  used  with  certain  typed 
addresses.   The  Soviet  and  Japanese  systems  overcome  the 
principal  problem  of  where  to  look  on  the  envelope  for 
the  material  to  be  read.   A  further  refinement  would  be 
to  expand  the  number  of  digits  in  the  ZIP  code  to  allow 
for  optical  secondary  sorting — sorting  down  to  the  sequence 
of  individual  addresses  within  a  delivery  route. 

The  Postal  Service  is  also  continuing  to  test  a  sys- 
tem known  as  Letter  Mail  Code  Sort  System.   In  this  system, 
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a  machine-readable  code  is  imprinted  on  an  envelope  the 
first  time  the  address  is  read,  either  by  a  postal  worker 
or  an  optical  character  reader.   With  this  imprint,  the 
letter  can  be  sorted  by  machine  at  all  subsequent  proces- 
sing points. 

This  mail  processing  equipment  was  to  be  an  integral 
part  of  a  highly  mechanized  mail  processing  system — the 
Preferential  Mail  System — which  the  Service  had  under  study. 
At  the  request  of  the  Chairman,  Senate  Post  Office  and 
Civil  Service  Committee,  we  examined  the  program  and  issued 
a  report — "Observations  On  The  Preferential  Mail  System" 
(B-114874,  Oct.  30,  1973). 

The  Service  originally  estimated — based  largely  on 
studies  made  by  private  firms — that  the  proposed  system  would 
reduce  operating  cost  by  about  $1  billion  a  year.   The  basic 
concept  of  the  system  provided  for  about  180  highly  mechan- 
ized processing  centers,  as  opposed  to  the  less  mechanized 
588  centers  the  system  then  had. 

Our  report  concluded  that  the  new  type  of  equipment 
had  not  been  proven  in  the  field,  the  economic  advantages 
of  the  new  equipment  were  overstated  in  a  study  contracted 
for  by  the  Service,  the  advantages  of  180  centers  vs.  588 
centers  were  also  overstated  in  the  study,  and  the  massing 
of  mail  at  180  processing  centers  could  cause  mail  service 
quality  to  deteriorate. 

The  report  noted  that  the  Service  had  deferred  imple- 
mentation of  the  Preferential  Mail  System  until  the  Letter 
Mail  Code  Sort  System  had  been  successfully  demonstrated 
and  the  Service  had  proved  that  it  has  the  technical  and 
managerial  ability  to  implement  the  National  Bulk  Mail 
System.   We  concluded  that,  overall,  the  Service's  decision 
to  defer  action  was  appropriate. 

CONCLUSION 

At  present,  quality  of  mail  service  equates  with  speed 
of  delivery  for  first-class  mail.   The  Postal  Service  has 
established  reasonable  delivery  standards  for  first-class 
mail;  it  is  consistently  meeting  or  exceeding  a  95-percent 
delivery  goal  in  overnight  delivery  areas  which  accounts 
for  the  majority  of  this  mail.   It  is  approaching  this  goal 
in  other  areas. 

What  about  the  future?   The  Postmaster  General  has 
questioned  whether  the  present  structure  of  traditional 
postal  services  is  essential  or  even  relevant  to  future 
national  needs.   In  fiscal  year  1975,  letter  mail  volume 
dropped.   Was  the  drop  a  sign  of  dissatisfaction  with 
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present  postal  services,  inroads  made  by  more  advanced 
technology,  or  merely  the  manifestation  of  a  stagnant 
economy? 

The  recent  drop  in  volume  coupled  with  forecasts  of 
continuing  inflation  and  technological  developments  in  com- 
munications which  might  affect  demand  for  traditional 
postal  services  were  topics  of  general  discussion  in  the 
January  6,  1976,  meeting  of  the  Board  of  Governors.   As 
a  result,  the  Board  requested  that  a  report  on  planning 
for  the  Postal  Service's  future  be  presented  at  the  next 
meeting.   If  the  Service  is  to  remain  a  viable  part  of 
American  society,  it  must  continue  to  keep  abreast  of 
society's  needs. 
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CHAPTER  3 

ARE  POSTAL  RATES  REASONABLE 

AND  EQUITABLE? 

Much  of  the  criticism  of  the  Postal  Service  centers  on 
the  fact  that  postal  rates  have  increased  dramatically  since 
reorganization.   In  1971,  a  unit  of  first-class  mail  cost 
$.08,  increased  to  $.10  in  1974,  and  in  1975  increased,  on 
a  temporary  basis,  to  the  current  rate  of  $.13.   First-class 
rates  tell  only  one  side  of  the  story,  however.   Rates  for 
other  classes  of  mail  have  increased  even  more  rapidly.   On 
the  basis  of  complaints  raised  with  each  postage  hike,  indica 
tions  are  that  rates  may  be  getting  close  to  the  unacceptable 
range . 

The  furor  over  the  present  rates  can  be  attributed, 
in  part,  to  the  historically  low  rates  that  prevailed  for 
newspapers  and  magazines.   Congress  had,  in  the  past, 
subsidized  such  rates.   Under  reorganization,  these  rates 
have  been  climbing  to  bear  their  full  share  of  the  costs. 
The  increases  have  hurt  some  concerns. 

Section  3621  of  the  Postal  Reorganization  Act  provides 
(in  part)  that: 

"***Postal  rates  and  fees  shall  be  reasonable  and 
equitable  and  sufficient  to  enable  the  Postal 
Service  under  honest,  efficient,  and  economical 
management  to  maintain  and  continue  the  develop- 
ment of  postal  services  of  the  kind  and  quality 
adapted  to  the  needs  of  the  United  States.   Postal 
rates  and  fees  shall  provide  sufficient  revenues 
so  that  the  total  estimated  income  and  appropri- 
ations to  the  Postal  Service  will  equal  as  nearly 
as  practicable  total  estimated  costs  of  the  Postal 
Service . " 

To  fulfill  what  it  sees  as  its  mandate  under  the  act, 
the  Postal  Service  filed  a  request  with  the  Postal  Rate 
Commission  on  September  18,  1975,  for  a  permanent  rate 
increase  averaging  26  percent  and  which  would  provide  an 
estimated  $2.4  billion  in  additional  revenues.   This  is 
the  third  rate  increase  proposed  since  passage  of  the  Postal 
Reorganization  Act  in  1970. 

WHAT  ARE  REASONABLE  RATES? 

The  obvious  question  to  be  answered  is  what  are  reason- 
able rates? 
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In  one  sense,  the  general  public  may  have  already  indi- 
cated their  answer  to  the  question.   In  fiscal  year  1975, 
mail  volume  dropped  by  832  million  pieces.   This  is  the 
first  time  since  the  depression  that  peace  time  mail  volume 
has  failed  to  increase  and  may  be  the  beginning  of  things 
to  come.  In  recent  congressional  testimony,  the  Postmaster 
General  questioned  the  validity  of  the  assumption  behind 
the  Reorganization  Act  that  mail  volume  would  continue 
to  increase  indefinitely  and  stated  that  if  rates  continue 
to  rise,  large-volume  mailers  would  find  more  economical 
alternatives  to  the  Postal  Service. 

He  also  observed  that  unless  the  pace  of  rate  increases 
is  slackened,  the  Postal  Service  may  be  caught  in  a  vicious 
cycle  of  rate  increases  to  compensate  for  volume  decreases 
brought  on  by  rate  increases. 

Accepting  the  fact  that  there  is  general  unhappiness 
with  the  way  rates  have  been  going,  the  question  remains 
as  to  how  well  the  Postal  Service  is  doing.  There  are  some 
other  indicators. 

Comparison  of  Domestic 
and  Foreign  Rates 

One  indication  of  reasonable  rates  may  be  the  cost  of 
a  unit  of  first-class  postage  in  other  countries.   In  a 
recent  report  (GGD-76-35,  Dec.  11,  1975),  we  compared  data 
concerning  revenue,  expenses,  and  some  operational  data 
for  10  major  foreign  postal  systems  with  similar  data  for 
the  Service.   We  have  since  updated  these  figures. 

Using  the  foreign  exchange  rate  prevailing  on  February  3 
1976,  and  a  13-cent  first  class  rate  for  the  United  States, 
we  found  a  range  in  price  from  23.0  cents  for  Sweden  to  8.0 
cents  (the  only  rate  lower  than  the  United  States)  for 
Canada.   We  also  found  that,  overall,  the  Service: 

— handles  from  5  to  56  times  more  letter  mail, 

— handles  more  letters  per  postal  employee,  and 

— covers  a  larger  geographical  area. 

Another  useful  measure  in  evaluating  postal  systems 
may  be  the  time  a  factory  worker  must  work  to  purchase 
postage  for  a  letter.   Of  the  citizens  of  the  10  countries, 
only  the  Canadians  work  less  time  for  postage  than  do  U.S. 
workers.   This  could  change,  however,  if  postal  charges 
are  increased  in  Canada  because  of  wage  negotiations 
resulting  from  the  postal  workers'  strike. 
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Comparisons  of  postal  efficiency  based  solely  on  postal 
rates,  however,  are  of  doubtful  validity  because  the  rates 
are  based  on  different  operations  and  financing.   For  example 
some  countries 

— combine  telecommunications,  financial  (savings 
accounts  and  life  insurance),  or  radio  functions 
with  postal  operations. 

— erase  their  postal  deficit,  if  any,  either  by 
revenues  generated  by  the  other  functions  or 
a  Government  subsidy. 

— conversely,  use  excess  postal  revenues,  if  any, 
to  eliminate  deficits  in  the  other  functions. 

Accordingly,  stamp  prices  may  not  be  established  strictly 
on  the  basis  of  postal  expenses.   More  detailed  comparisons 
of  various  statistics  are  in  the  following  tables. 
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CHANGES  IN  SELECTED  COUNTRIES ' 
LETTER  POSTAGE  FOR  THE  17  MONTHS 


ENDED  FEBRUARY  1976 


Cost  of  letter  postage 


( national 

currency) 

y    3,  1976 

Percentage 

Country 

August 
.07 

30,  1974 
dollars 

Febr uar 

change 

Australia 

.18 

dollars 

157 

Belgium 

5.00 

francs 

6.50 

francs 

30 

Canada 

.08 

dollars 

.08 

dollars 

-- 

France 

.50 

francs 

.80 

francs 

60 

Japan 

20.00 

yen 

50.00 
b 
.50 

yen 

150 

Netherlands 

.40 

guilders 

guilders 

25 

Sweden 

.75 

kronas 

1.00 

kronas 

33 

Switzerland 

.30 

francs 

.40 

francs 

33 

United  Kingdom 

.045 

pounds 

.085 

pounds 

89 

United  States 

.10 

dollars 

.13 

dollars 

30 

West  Germany 

.50 

marks 

.50 

marks 

— 

a 
Wage  negotiations  from  the  postal  strike,  which  began  in 
Oct.  1975,  may  result  in  increased  rates. 

b 
Rate  increase  to  .55  guilders  planned  for  April  1,  1976. 


Source:   U.S.  Postal  Service 
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SELECTED  COUNTRIES'  ESTIMATED  LETTER  POSTAGE 
FEBRUARY  1976 


Estimated  letter 

Estimated  letter 

postage  in 
national  currency 

postage  in  U.S. 
cents  (note  a) 

Australia 

.18 

dollars 

22.9 

Belgium 

6.50 
b 
.08 

francs 

16.7 

Canada 

cellars 

8.0 

France 

.80 

francs 

18.0 

Japan 

50.00 

yen 

16.6 

Netherlands 

.50 

guilders 

20.7 

Sweden 

1.00 

kronas 

23.0 

Switzerland 

.40 

francs 

15.5 

United  Kingdom 

.085 

pounds 

17.3 

United  States 

.13 

dollars 

13.0 

West  Germany 

.50 

mar  ks 

19.5 

a 
Using  foreign  exchange  rate  prevailing  on  Feb.  3,  1976. 

b 
Wage  negotiations  from  the  postal  strike,  which  began  in 
Oct.  1975,  may  result  in  increased  rates. 

c 
Rate  increase  to  .55  guilders  planned  for  April  1,  1976. 


Source:   U.S.  Postal  Service 
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MINUTES  OF  WORKTIME  REQUIRED 

IN  SELECTED  COUNTRIES  TO  EARN 

THE  COST  OF  LETTER  POSTAGE 

a              Estimated  cost  of  Minutes  of  work- 
Estimated     letter  postage  in  time  required  to 
compensation    national  currency  earn  the  cost  of 
Country          per  hour       February  3,  1976  letter  postage 

Australia         2.99   dollars       .18   dollars  3  min.  37  sec. 

Belgium         202.30   francs       6.50   francs  1  min.  56  sec. 

b 

Canada            5.35   dollars        .08   dollars  54  sec. 

France           16.25   francs        .80   francs  2  min.  57  sec. 

Japan           782.00   yen         50.00   yen  3  min.  50  sec. 

c 

Netherlands      13.24   guilders       .50   guilders  2  min.  16  sec. 

Sweden           24.29   kronas       1.00   kronas  2  min.  28  sec. 

Switzerland      14.36   francs         .40   francs  1  min.  40  sec. 

United  Kingdom    1.108  pounds        .085  pounds  4  min.  36  sec. 

United  States      5.70   dollars        .13   dollars  1  min.  22  sec. 

West  Germany     13.67   marks         .50   marks  2  min.  12  sec. 


a 
Preliminary  estimates  from  U.S.  Bureau  of  Labor  Statistics  for 

1974.  Represents  wages  of  manufacturing  workers  and  value  of 
fringe  benefits. 

b 
Wage  negotiations  from  the  postal  strike,  which  began  in  Oct. 

1975,  may  result  in  increased  costs. 

c 
Rate  increase  to  .55  guilders  planned  for  April  1,  1976. 


Source:   U.S.  Postal  Service 
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Consumer  Price  Index/Rates 
Relationship 

Another  indication  of  reasonable  rates  may  be  how  rate 
increases  compare  with . increases  in  the  Consumer  Price  Index 
(CPI).   As  presented  in  its  1973-1974  annual  report,  the 
Postal  Service  compared  the  price  of  first-class  postage 
with  the  CPI  and  found  that  first-class  postage  had  risen 
historically  at  a  lesser  rate  than  the  CPI.   The  base  year 
for  beginning  the  comparison  was  1933.   Had  first-class 
postage  followed  the  CPI 

in  1958,  instead  of   4  cents  it  would  have  been   6.4  cents 

"  1963,     "  "   5  cents  n  "  '   ■    6.7  cents 

"  1968,     n  "   6  cents  "  "     "7.6  cents 

"  1971,     n  "8  cents  "  "  "8.9  cents 

"  1974,     "  ■  10  cents  "  "  "     "   10.7  cents 

Over  more  recent  years,  the  price  of  postage  has  increased 
more  rapidly  than  most  other  prices.  As  a  consequence,  the  CPI 
component  for  postage  has,  in  fiscal  year  1974,  increased  to 
175.4  percent  of  base  year  1967  (1967=100).   By  year's  end, 
the  overall  CPI  indicator  for  the  economy  stood  at  147.1  of 
base  year  1967.  (See  p.  27  for  a  further  discussion  of  the 
use  of  indexing.) 

WHAT  ARE  EQUITABLE  RATES? 

In  the  Postal  Reorganization  Act,  the  Congress  established 
the  principles  upon  which  equitable  postal  rates  are  to  be  based. 
With  respect  to  the  Postal  Service's  costs,  the  Congress  specifi- 
cally provided  that  the  Postal  Rate  Commission  was  required  to 
insure  that  each  class  of  mail  or  type  of  mail  service  bears  the 
direct  and  indirect  costs  attributable  to  that  class  or  type  plus 
that  portion  of  all  other  costs  of  the  Postal  Service  reasonably 
assignable  to  such  class  or  type. 

In  its  report  explaining  the  Reorganization  Act,  the 
Senate  Post  Office  and  Civil  Service  Committee  took  note 
of  the  fact  that  there  was  a  strong  temptation  to  resolve 
the  financial  problems  of  the  Post  Office  by  charging  the 
lion's  share  of  all  operational  costs  to  first-class  mail. 
The  Committee  believed  that  an  independent  Postal  Rate 
Commission  was  needed  to  prevent  such  an  imposition  on 
first-class  mail  users. 

The  reason  for  the  Committee's  concern  can  readily  be 
seen  in  the  findings  of  the  President's  Commission  on  Postal 
Organization.   The  President's  Commission  criticized  the 
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Post  Office's  Cost  Ascertainment  System  because  only  17 
percent  of  total  postal  costs  were  directly  identifiable 
with  classes  of  mail.   The  remaining  83  percent  of  total 
costs  were  allocated  to  the  classes  of  mail  on  the  basis 
of  one  or  more  judgmental  allocations.   The  large  propor- 
tion of  total  costs  judgmentally  allocated,  made  it 
impossible  to  determine  whether  a  particular  class  of 
mail  paid  its  true  costs. 

In  1969,  the  Post  Office  Department  took  steps  to 
improve  its  costing  methods  by  developing  a  system  to  pro- 
vide cost  data  on  a  continuing  basis  for  postal  ratemaking. 
Using  the  new  costing  system,  the  Postal  Service  filed  its 
first  proposal  for  increased  rates  with  the  Postal  Rate 
Commission  in  1971.   Under  this  proposal,  about  half  of 
the  Service's  total  costs  were  attributed  to  the  various 
classes  of  mail. 

Much  controversy  was  generated  by  the  Service's  costing 
methods  revolving  around  charges  that  the  method  used 
resulted  in  some  classes  of  mail  not  paying  their  true  costs 

The  Commission's  Chief  Administrative  Law  Judge  stated 
that  the  Service's  costing  method  gave  the  Service  too  much 
latitude  to  distribute  large  amounts  of  costs  on  the  basis 
of  judgments  that  were  largely  subjective  and  that  the  scope 
for  judgment  in  setting  rates  should  be  reduced.   He  stated 
also  that  distributing  billions  of  dollars  on  the  basis  of 
thinly  supported  judgments  was  not  acceptable.   He  did, 
however,  allow  the  cost  allocations  presented  by  the  Serv- 
ice to  stand  with  only  minimum  changes,  on  the  basis  that 
the  record  in  the  case  did  not  permit  the  determination 
of  rates  on  what  should  have  been  the  proper  basis.   He 
indicated  that  he  would  expect  better  cost  data  in  the 
next  rate  case. 

Subsequently,  the  Service  was  taken  to  court  by 
intervenors  (mail  users)  in  the  1971  rate  case.   The  Chief 
Judge  of  the  United  States  Court  of  Appeals  for  the 
District  of  Columbia,  in  an  opinion  upholding  the  increased 
postal  rates,  commented  adversely  on  the  Service's  costing 
procedures.   He  said  the  Service's  response  to  the  act's 
requirement  that  costs  be  properly  attributed,  "*  *  *  was 
questionable  at  best." 

In  the  second  rate  case  filed  in  September  1973,  no 
change  was  made  in  the  Service's  costing  criteria. 

The  presiding  Administrative  Law  Judge  found  that  the 
Service  used  the  same  costing  methodology  as  in  the  first 
case  with  the  result  that  one  class  of  mailers  were  paying 
higher  rates  than  necessary  to  the  benefit  of  other  mailers 
who  were  thus  paying  lower  rates.   To  rectify  the  inequities 
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he    believed    existed,    the   Judge    attributed    an    additional    25 
percent    of    costs    to    the    various    classes    of   mail    based    on 
data   made    available    to    him   by   the   Service.      The   Judge   pub- 
lished   his    decision    in   May    1975,    recommending   a    reduction 
in    first-class   mail    rates    and    increases    in    other    classes. 

In    its    recommended    decision,    the   Commission    rejected 
the   Law  Judge's    findings    and    generally   agreed   with    the 
Service's    costing    methods.      The   Commission    stated    that    by 
building    on    the   Service's   methods    it    had   managed    to    raise 
the    attributable    cost    level    to    52.5    percent.      An    appeal    in 
this    rate   case    contesting    the   Service's    and    the   Commission's 
costing    methodology    is    currently   pending    in    the   U.S.    Court 
of   Appeals    for    the   District    of   Columbia. 

The   Service,    in    its    third    filing    for    new    rate    increases 
in   September    1975,    broadened    somewhat    its   definition   of 
attributable    costs.      The    new   definition    increased    to    56 
percent    the   proportion   of    total    costs    attributed    to    the 
classes    of   mail. 

In   December    1975,    several    intervenors    in    the    third 
rate    case    also    filed    suit    against    the  Service    challenging 
the   methodology   used    in    determining    rate    increases    under 
the    second    rate    case    and    challenging    the    temporary    rate 
increases    proposed    by   the   Service    following    the    second 
rate    case.       In   January    1976,    these    cases    were    consolidated 
for    purposes    of    an    appellate    argument    to    be    held    later    this 
month. 

A  detailed    explanation    of   why   the   Service's   methods 
continue    to    be    challenged    is    complex,    requiring    lengthy 
explanations    involving    accounting    and    economic    theory. 
However,    a    few   examples    showing    how    the  Service's   defi- 
nition  of    attributable    costs    can    be    construed    as    resulting 
in    users    of    one    class    of   mail    paying    for    costs    incurred 
for    the    benefit    of    users    of    another    class    should    illustrate 
why    the    controversy    remains    and    is    likely    to    remain. 

The   Service    has    invested    about    $1    billion    in    a   new 
bulk    mail    system.      The    bulk   mail    system  will    handle    some 
second-,    third-,    and    fourth-class   mail,    but    no    first-class 
mail.      Under    the  Service's    costing    methods,    first-class 
mail    will    be    charged    with    about    29    percent    of    the    bulk  mail 
system's    costs.      Why?      Because    the  Service    treats    about    50 
percent    of    the    bulk   mail    system's    costs    as    institutional 
costs — costs    of    the    enterprise    as    a   whole — of   which    about 
58   percent    is    allocated    to    first-class   mail. 

Similarly,  letter  sorting  machines  are  used  90  per- 
cent of  the  time  to  process  first-class  mail  and  10  per- 
cent   of    the    time    for    single    piece    third-class    mail.      Some 
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of  the  costs  of  these  machines  are  considered  institutional 
costs  and  are  charged  not  only  to  first-  and  third-class 
mail  but  to  the  other  classes  of  mail  as  well,  even  though 
the  machines  are  not  used  to  process  this  mail. 

Thus,  the  controversy  continues  as  do  the  charges  that 
certain  classes  of  mail  subsidize  others. 

FUTURE  RATES 

The  previous  sections  discussed  conditions  as  they  exist 
today.   What  about  the  future? 

We  estimated  in  February  1975,  that  depending  on  produc- 
tivity gains  and  inflation  pressures,  a  unit  of  first-class 
postage  could  cost  as  much  as  36  cents  in  1984.   This  was 
discussed  in  our  report  to  the  House  Post  Office  and  Civil 
Service  Committee  "Forecast  of  Postal  Service  Self-Suf f iciency 
Potential"  (GGD-75-58,  Feb.  20,  1975).   In  a  more  recent 
report,  (GGD-76-19,  Dec.  5,  1975),  we  updated  our  projec- 
tions through  1978  to  reflect  a  decrease  in  the  estimate 
of  growth  of  disposable  personal  income,  a  major  factor  in 
the  projection  of  volume,  and  an  increase  in  the  estimate 
of  future  inflation. 

Our  forecast  for  fiscal  year  1978,  which  assumes  a  total 
of  95.63  billion  pieces  of  mail,  an  inflation  rate  of  8 
percent,  and  annual  productivity  increases  of  0.7  percent, 
indicates  that  with  subsidies  of  zero  and  $1  billion,  the 
price  of  first-class  postage  would  have  to  be  $0.18  and 
$0.16,  respectively,  to  recover  expenses.   The  effect  of 
inflation  can  be  seen  by  considering  that  in  terms  of  1975 
dollars,  these  figures  would  be  $0 .  i  4  and  $0.12,  respectively. 
The  Postmaster  General  has  estimated  that  under  the  current 
appropriations  system,  first-class  postage  will  be  23  cents 
in  1981.   Conversely,  if  first-class  postage  rates  were 
held  to  13  cents,  the  Congress  would  be  requested  to 
appropriate  $8.5  billion  by  1981. 

In  other  sections  of  this  report,  we  discuss  why 
the  annual  cost  of  operating  the  Postal  Service  has  risen 
by  about  $3.5  billion  since  reorganization  and  why  the  price 
of  a  unit  of  first-class  postage  has  risen  from  6  to  13  cents 
over  the  same  period. 

Historically,  the  costs  of  operating  the  postal  system 
have  been  split  between  the  mail  user  and  the  taxpayer. 
However,  a  new  wrinkle  was  introduced  by  passage  of  the 
Postal  Reorganization  Act.   To  that  time,  the  Federal 
subsidy  was  a  residual  —  the  difference  between  the  rev- 
enues generated  by  the  congr essionally  authorized  rate 
structure  and  the  expenses  of  operating  the  Post  Office 
Department. 
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In  contrast,  today  the  rates  are,  in  effect,  the 
residual.   The  amount  of  the  Federal  subsidy  is  largely 
fixed,  being  based  on  specific  provisions  of  the  Postal 
Reorganization  Act.   With  no  change  in  this  principle,  the 
reasonableness  of  rates  could  be  considered  academic  in 
that  you  must  recover  costs. 

A  pending  bill,  S.  2844,  would  establish  a  Commission 
on  Postal  Service  to  identify  and  study  the  public  service 
aspects  of  postal  operations  with  a  view  to  determining 
what  portion  of  the  Service's  expenses  should  be  supported 
by  appropriations.   We  endorse  such  a  study. 

Ideally,  the  calculated  public  service  subsidy  would  be 
the  difference  between  the  revenues  generated  by  reasonable 
postage  rates  and  the  cost  of  operating  the  Postal  Service. 
But  again  the  question  is  what  are  reasonable  postage  rates? 
It  is  very  possible  that  after  the  Commission  determines 
what  public  service  subsidies  should  be,  the  residual  costs 
would  still  be  high  enough  to  require  postage  rates  con- 
sidered unacceptably  high  in  some  quarters. 

We  are  currently  studying  the  pros  and  cons  of  tying 
postage  rates  to  some  index — perhaps  the  Consumer  Price 
Index.   Presumably,  rates  moving  with  prices  generally  will 
be  more  palatable  to  the  public.   Indexing  would  serve  the 
dual  purpose  of  setting  an  "acceptable"  level  of  rates  and 
providing  a  basis  for  determining  the  amount  of  the  Federal 
subsidies — which  would  be  an  amount  equal  to  Postal  Service 
expenses  less  index-derived  revenue.   Of  course,  Congress 
may  choose  not  to  subsidize  part  or  all  of  the  public 
service  expenses. 

We  expect  that  our  study  will  shed  light  on  whether 
indexing  is  a  feasible  alternative  to  the  existing  rate- 
makvag  procedures.   One  problem  to  be  overcome  is  that 
indexing  would  probably  give  the  Postal  Service  appropri- 
ated funds  to  cover  the  shortfall  between  revenue  and 
expenses  and,  as  such,  previsions  would  have  to  be  made 
to  measure  the  effectiveness  of  management's  actions. 

POSTAL  RATE  COMMISSION/POSTAL 
SERVICE  RELATIONSHIP 

In  1970,  the  Congress  made  a  judgment  that  rates  and 
classifications  should  be  based  on  a  more  elaborate  and  exact 
analysis  than  the  time  and  staff  resources  of  the  Legislative 
Branch  could  provide.   The  Postal  Reorganization  Act  was 
designed  to  take  the  whole  question  of  mail  rates  and  classi- 
fication out  of  the  political  process,  and  to  have  these 
matters  determined  on  the  basis  of  an  evidentiary  record  by 
an  independent  commission,  selected  on  the  basis  of  profes- 
sional qualifications.   Under  the  act,  it  is  the  Commission 
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that  furnishes  the  only  formal  opportunity  for  users  of  the 
mails  and  other  members  of  the  public  (1)  to  present  their 
views  on  postal  rates  and  classifications,  (2)  to  question 
and  evaluate  the  data  submitted  by  the  Service,  and  (3)  to 
offer  rebuttal  evidence. 

The  legislative  history  of  the  act  makes  it  clear  that 

in  creating  the  independent,  bipartisan  Postal  Rate  Commission, 

the  Congress  intended  the  Commission  to  serve  as  a  "true 

partner"  of  the  Governors  of  the  Postal  Service.   The  Senate 

Post  Office  and  Civil  Service  Committee  noted  that  if  a 

bureaucratic  struggle  developed  between  the  Commission  and 
the  Service,  then  the  whole  theory  of  independent  ratemaking 
will  have  failed. 

The  need  for  a  close  working  relationship  was  closely 
tied  to  the  concern  that  ratemaking  must  be  timely.   Both 
Senate  and  House  committees  noted  that  since  the  Postal 
Service  was  a  labor-intensive  organization,  it  was  impor- 
tant for  the  Commission  to  act  promptly  on  rate  requests. 

Timeliness  of  Rate  Cases 

Since  inception  of  the  Postal  Rate  Commission,  two 
rate  increases  have  been  completed.   The  first  case  took 
17  months  and  the  second  23  months.   A  third  request  is 
now  in  process. 

In  the  Service's  1975  Annual  Report,  the  Postmaster 
General  stated: 

"Rate  relief  did  not  take  place  during  Fiscal  1975, 
and  as  a  result,  the  Postal  Service  experienced  a 
financial  crisis  that  could  have  been  avoided  had 
the  ratemaking  process  responded  to  the  realities 
of  the  times. 

Without  question,  postal  rate  revision  calls  for 
careful  deliberation  that  uncovers  the  facts  and 
preserves  the  right  of  all  parties  to  be  heard. 
The  proceedings  before  the  Postal  Rate  Commission, 
however,  were  prolonged  to  the  point  of  threatening 
the  economic  future  of  the  Postal  Service." 

In  a  statement  before  the  Senate  Committee  on  Post 
Office  and  Civil  Service,  the  Postmaster  General  said  that 
one  of  the  major  factors  in  the  grave  financial  condition 
of  the  Service  is  the  breakdown  in  the  ratemaking  process 
established  under  the  Postal  Reorganization  Act.   He  stated 
further  that  if  the  Service's  request  for  a  10-cent  first- 
class  stamp  had  been  approved  in  a  reasonable  time,  it  would 
have  been  able  to  obtain  a  13-cent  first-class  stamp  in  July 
1975,  and  would  not  have  the  better-than-a-billion  dollar 
deficit  it  accrued  in  the  first  half  of  fiscal  year  1976. 
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These  themes  have  been  repeated  often  by  many  Service 
officials  in  many  forums. 

The  Postal  Rate  Commission,  while  agreeing  that  there 
is  a  problem  with  the  length  of  proceedings,  feels  the  central 
reason  is  an  inadequate  Postal  Service  data  base.   It  is  the 
Commission's  position  that  substantial  expenditures  of  time 
are  required  by  parties  to  obtain  from  the  Service  information 
they  need  to  present  evidence  addressed  to: 

(1)  the  revenue  requirements  of  the  Postal  Service,  and 

(2)  the  method  it  uses  to  allocate  costs  to  the  various 
classes  of  mail. 

The  Postal  Service  does  not  agree  with  this  position. 
The  Service  believes  that  many  of  the  interrogatories  filed 
with  them  are  trivial  and  unrelated  to  the  issues  at  hand. 
It  is  clear  that  the  goal  of  speedy  rate  deliberations 
has  not  been  achieved.   For  the  third  rate  case,  the  Com- 
mission made  a  number  of  changes  intended  to  speed  up  the 
ratemaking  process.   Foremost  is  the  decision  of  the  Com- 
mission to  hear  the  case  directly,  eliminating  the  role  of 
the  Administrative  Law  Judge. 

Only  time  will  tell  if  this  will  have  a  significant 
favorable  effect. 
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CHAPTER  4 

BALANCING  COSTS  AND  REVENUES 

The  Postal  Service  is  in  very  poor  financial  condition, 
as  the  data  in  this  chapter  will  show.   The  questions  that 
need  to  be  asked  as  a  result  of  the  Service's  inability  to 
balance  costs  and  revenues  are 

— Does  the  financial  condition  of  the  Service  reveal 
some  fundamental  flaw  in  the  thinking  that  an  inde- 
pendent postal  management  team  would  be  able  to 
better  control  costs? 

— What  are  the  future  prospects  of  the  Service  in 
reaching  self-sufficiency? 

Much  of  the  criticism  of  the  Service  centers  on  the 
fact  that  the  business-like  practices  that  were  supposed  to 
be  brought  to  bear  on  postal  problems  have  not  controlled 
costs  or  eliminated  deficits.   In  assessing  management's 
performance  over  the  past  4-1/2  years,  some  distinction 
needs  to  be  made  between  cost's  that  were  controllable  by 
management  and  those  that  were  not.   In  subsequent  sections 
we  attempt  to  do  this. 

Whether  Postal  Service  self-sufficiency  remains  a 
viable  long-term  goal  is  a  much  more  difficult  question 
and  one  we  are  not  in  a  position  to  address.   In  the 
short-run,  self-sufficiency  is  clearly  not  possible  with- 
out higher  rates  and/or  less  service. 

To  some,  the  failure  of  the  Service  to  achieve  self- 
sufficiency  either  now  or  in  the  future  carries  with  it 
the  failure  of  the  idea  that  an  independent  Postal  Service 
is  a  better  way  of  providing  service  than  existed  previously 
We  hope  that  the  information  we  can  bring  to  bear  on  this 
issue  will  aid  the  Congress  in  deciding  the  future  course 
and  shape  of  the  Postal  Service. 

PRESENT  FINANCIAL  CONDITION 


The  Service  has  lost  money  every  year  since  its  creation 
as  shown  in  the  table  below: 
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STATEMENT  OF  OPERATIONS 


FY  ENDING  JUNE  30 

75 

74 

73 

72 

OPERATING  REVENUE 

Mail  Revenue 

--postage 

— Federal  Government 

$  9160.5 

$  8184.7 

$7603.7 

$7261.5 

payment 
Special  Services 

484.1 
370.5 

470.8 
352.8 

404.0 
332.2 

29  4.0 
343.7 

Government  Appropriations 
--public  service  cost 

920.0 

920.0 

920.0 

920.0 

— revenue  foregone 

612.9 

497.0 

856.6 

504.2 

— other 

— 

b/  333.4 
$10758.8 

— 

— 

To-tal  Revenue 

$11546.1 

$9824.5 

$9308.4 

OPERATING  EXPENSE 

Compensation  and  Employees 

Benefits  $10805.4   $  9641.6   $8450.9   $8145.5 

Other  Expenses  1768.8     1653.8    1475.5    1439.8 

Total  Operating  Expenses   $12574.2   $11295.3   $9926.4   $9~5~85T? 


OPERATING  LOSS 


$  1026.1   $   536.6   $  101.9   $  277.0 


OTHER  INCOME 

Interest  Income 
Interest  Expense 
Total  Other  Income 


109.2 

71.9 

~T773~ 


116.5 

18.3 

-9T77 


$  106.1 

17.2 

$      88.9 


$   108.6 

7.1 

$  101.6 


NET    LOSS 


$      988.8      $      438.4      $      13.0      $    175.4 


1/ 


Columns   may   not    foot   due    to    rounding 


b/ 


Appropriations  to  offset  (1)  delay  in  implementation  of 
temporary  rate  increases  and  (2)  Civil  Service  retirement 
expenses. 
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On  July  1,  1971,  the  Postal  Service  commenced  operations 
with  an  equity  (an  excess  of  assets  over  liabilities)  of  $1.7 
billion.   By  June  30,  1975,  the  Service's  equity  balance  had 
shrunk  to  $190  million.   It  is  expected  to  continue  to 
decrease  dramatically. 

The  changes  in  assets  and  liabilities  and  its  effect  on 
the  Service's  equity  are  detailed  in  the  following  table: 

ANALYSIS  OF  INCREASES  AND  DECREASES 


IN  ASSETS,  LIABILITIES,  AND 

EQUIT 

if 

OF  POSTAL  SERVICE 

Fiscc 

1  year 

Assets 

Increase 

Liabilities 

Increase 

Ec 

uity 

......    , 

1971 

$  3.4 

$   — 

$   1.7 

$ 

— 

$ 

1.7 

1972 

4.7 

1.3 

3.2 

1.5 

1.5 

1973 

5.6 

.9 

4.0 

.8 

1.6 

1974 

6.8 

1.2 

5.7 

1.7 

1.1 

1975 

7.5 

.7 

7.3 

1.6 

.2 

1976 

(est. 

) 

9.9 

2.4 

11.2 

3.9 

(1.3) 

1977 

(est. 

) 

10.7 

.8 

13.5 

2.3 

(2.8) 

The  Postal  Service  is  in  a  negative  equity  position, 
$831  million,  at  December  31,  1975.   In  the  private  sector, 
an  excess  of  liabilities  over  assets,  coupled  with  revenues 
that  regularly  fail  to  cover  expenses,  strongly  suggest  that 
the  entity  is  bankrupt. 

The  Postal  Service's  equity  is  not  quite  like  that  of 

a  corporate  entity  since  about  $1.5  billion  of  the  Service's 

liabilities  are  held  by  the  Federal  Financing  Bank  of  the 
U.S.  Treasury,  another  Government  entity. 


Use  of  Debt  Financi 


nq 


I'n  order  to  absorb  its  continuing  deficits  and  to  main- 
tain the  level  of  assets  necessary  to  support  adequate 
service  to  the  public,  the  Postal  Service  resorted  to  bor- 
rowing.  There  is  currently  outstanding  over  $1.75  billion 
of  debt  incurred  to  meet  operating  expenses  and  capital 
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expenditures.   Two  promissory  notes  of  $500  million  each,  for 
operating  expenses,  are  held  by  the  Federal  Financing  Bank. 
Another  $500  million  promissory  note  also  held  by  FFB  is  for 
capital  expenditures.   The  repayment  schedule  of  these  three 
notes  follows: 


Debt  Financing  Repayment  Schedule 


to 

Federal  Financing  Bank 

Th 

ree  promissory  notes  of 

$500  million 

Repayment 
schedule 

May  30      July  11 
a/  1975     b/  1975 

May  30 
1975 

May  30,  1976 

$  —        $200 

$  20 

May  30,  1977 

200 

20 

May  30,  1978 

200         100 

20 

May  30,  1979 

200 

20 

May  30,  1980 

100 

20 

May  30,  1981-85 

400 

This  debt  incurred  in  FY  1974  at  a  high  interest  rate 
of  9.3  percent  was  due  June  30,  1975;  refinanced  on 
May  30,  1975. 

y 

One-year  note  "rolled-over"  at  July  11,  1975. 

Additional  long-term  debt  consists  of  $250  million  of 
6-7/8  percent  Postal  Service  bonds  issued  February  1,  1972, 
under  a  trust  indenture  secured  by  a  first  lien  on  revenue, 
income,  fees,  and  appropriations;  and  mortgages  payable  of 
$33.4  million  secured  by  land  and  buildings.   Interest  on 
these  mortgages  range  from  4  to  8  percent  maturing  from  1976 
through  1998. 

CONCLUSION 

A  reduction  in  equity  represents  a  reduction  in  the 
assets  of  the  system  as  a  whole.  Consequently,  the  Service 
is  consuming  its  capital  structure  and,  over  time,  there 
will  be  little  or  no  money  available  for  maintenance  of  plant 
and  equipment  let  alone  improvements.   The  future  prospect 
is  poorer  service,  higher  rates  to  be  borne  by  the  users 
of  the  mails,  or  an  increase  in  the  Federal  subsidy. 
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REASONS  FOR  DEFICITS 

Chapter  3  outlined  the  increases  in  rates  that  have 
occurred  since  reorganization.   Obviously,  cost  increases 
have  greatly  exceeded  the  revenue  that  increasing  rates  have 
generated.   Why  have  costs  increased  so  fast? 

Impact  of  Inflation  on  Postal 
Service  Employee  Compensation  Costs 

The  largest  deficits  occurred  during  the  time  (fiscal 
years  1974  and  1975)  that  inflation  reached  a  nearly  unprece- 
dented rate.   This  had  particular  significance  because  cost- 
of-living  pay  adjustments  for  most  postal  workers  are  pegged 
to  movements  in  the  Consumer  Price  Index.   With  personnel 
costs  representing  86  percent  of  the  Service's  expenses, 
large  CPI  increases  have  a  significant  impact  on  postal 
salary  costs. 

The  Index  increased  11  percent  in  FY  1974  and  9.3  per- 
cent in  FY  1975  compared  to  increases  of  2.9  percent  in  FY 
1972  and  5.9  in  FY  1973.   The  cost-of-living  allowances 
based  on  the  CPI  resulted  in  increases  in  total  pay  to  postal 
employees  of  $987  million  in  the  last  2  years.   The  Service's 
expenses  for  salaries  and  fringe  benefits  are  shown  below. 

Salaries  and  Benefits 

Percent  of 
Fiscal  year       Amount      total  expenses 

1975  $10,805,408  85.9 

1974  9,641,557  85.3 

1973  8,450,914  85.1 

1972  8,145,538  84.9 

The  increase  in  employee  compensation  is  particularly 
significant  since  the  Service  used  about  50,000  man-years 
less  in  1975  than  in  1971  when  it  began  operations. 

Increased  Fuel  and  Gasoline  Prices 

As  the  operator  of  one  of  the  world's  largest  vehicle 
fleets,  the  Service  has  been  hit  hard  by  the  increases  in 
gasoline  prices.   The  Service  consumes  about  350  million 
gallons  of  gasoline  in  its  owned,  leased,  and  contracted 
vehicles.   A  1-cent  increase  in  gasoline  prices  adds  about 
$3.5  million  to  the  Service's  annual  costs.   Since  1971,  the 
cost  of  gasoline  to  the  Service  has  increased  about  20  cents 
a  gallon. 
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Similarly,  the  Service  operates  about  30,000  buildings. 
Since  1971,  fuel  costs  have  increased  about  69  percent. 

Higher  Employee  Pay 
Required  by  the  Act 

The  Reorganization  Act  requires  the  Service  to  compen- 
sate postal  workers  at  rates  comparable  to  those  paid  in 
private  industry.   The  compensation  for  about  620,000  postal 
workers  moreover,  is  determined  through  the  collective  bar- 
gaining process  and  three  labor  agreements  have  been  negotiated 
by  the  Service  since  reorganization.   Prior  to  reorganization, 
postal  workers'  pay  was  linked  to  the  pay  of  a  GS-5  civil 
servant. 

In  fiscal  year  1975,  the  higher  rates  of  pay  negoti- 
ated by  the  postal  unions  increased  the  Service's  costs 
by  about  $1.25  billion  more  than  it  would  have  been  under 
the  pay  system  used  before  reorganization. 

Under  the  terms  of  the  latest  contract,  postal  workers 
will  receive  pay  increases  in  March  and  November  1976  and 
July  1977. 

WHAT  HAS  THE  SERVICE 
DONE  TO  CUT  COSTS? 

The  President's  Commission  on  Postal  Organization  recog- 
nized that  rate  increases  in  an  era  of  rising  costs  cannot  be 
entirely  avoided.   However,  it  believed  that  in  a  well  managed 
postal  service,  the  need  for  rate  increases  could  be  largely 
offset  by  operating  efficiencies.   This  belief  was  founded 
on  the  Commission's  findings  of  obsolete  work  methods  and 
the  lack  of  mechanical  aids  for  employees  in  the  Post  Office 
Department. 

Since  much  of  the  improvements  necessitated  investments 
in  new  facilities  and  equipment,  the  Commission  recognized 
that  the  full  savings  would  not  be  realized  for  several 
years. 

Investment  in  New 
Plant  and  Equipment 

The  old  Post  Office  Department  had  not  received  adequate 
funds  for  capital  investment  to  modernize  its  plant  and  equip- 
ment.  As  a  consequence,  the  Service  has  had  to  spend  billions 
of  dollars  in  a  short  time  period  to  upgrade  its  plant  and 
equipment,  as  indicated  by  the  chart  below: 
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Capital  Investment  Commitments 
Fiscal  years  1971-76 

Category          1971      1972      1973      1974      1975 
( thousands ) 


Construction  and 
building 
improvements     $114,609   $392,712   $484,764   $285,942   $472,677 

Mail  processing 

equipment  67,823    258,439    231,398     63,869    134,782 

Vehicles  28,255     44,018     43,098     59,208     78,123 

Customer  services 

equipment  4,519      6,535     8,850     13,401     17,440 

Postal  support 

equipment  20,196     22,168     34,786     41,492     32,094 

$235,402   $723,872   $802,896   $463,912   $735,116 

In  fiscal  year  1976  the  Service  expects  to  invest  another 
$954  million. 

Productivity  Improvements 

Overall,  the  Service  has  made  gains  in  productivity 
since  the  reorganization.   In  fiscal  year  1971,  723,500  man- 
years  were  used  to  move  87  billion  pieces  of  mail  or  120,212 
pieces  per  man-year.   In  fiscal  year  1975,  693,000  man-years 
were  used  to  move  89  billion  pieces  of  mail  or  128,764  per 
man-year.   Had  the  productivity  increase  not  occurred  it 
would  have  taken  50,000  more  man-years  in  fiscal  year  1975 
to  move  the  mail. 

The  Postal  Service,  through  the  implementation  of  two 
major  new  programs  to  increase  productivity — the  Productivity 
Improvement  Program  and  the  Letter  Carrier  Route  Evaluation 
System — anticipates  further  decreases  in  staff  requirements. 

The  Productivity  Improvement  Program  (PIP)  is  presently 
being  tested  in  various  post  offices  throughout  the  Nation. 
The  objectives  of  this  program  are  to: 

— develop  the  capability  to  implement  and  maintain  a 
computer  model  to  calculate  optimum  mail  processing 
staffing  levels, 
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--maximize  mail  processing  operations  through  mechan- 
ization, 

— install  a  system  to  measure  and  evaluate  cost  saving 
methods,  and 

— identify  opportunities  for  methods  improvements. 

The  effectiveness  of  this  program  has  yet  to  be  deter- 
mined due  to  its  limited  implementation. 

Another  efficiency  program  which  has  been  tested  by  the 
Service  is  the  Letter  Carrier  Route  Evaluation  System  (LCRES). 
This  system  is  intended  to  standardize  letter  carrier  delivery 
routes  in  a  metropolitan  area,  evening  out  the  workload  of 
letter  carriers,  thus  allowing  the  Service  to  utilize  its 
manpower  more  efficiently  to  meet  delivery  needs.   LCRES  has 
been  tested  in  Kokomo,  Indiana,  and  Portland,  Oregon.   At 
present,  nationwide  implementation  of  LCRES  is  the  subject 
of  an  arbitration  proceeding  between  the  Postal  Service  and 
the  National  Association  of  Letter  Carriers. 

Other  Labor  Economy  Measures 

Other  ways  in  which  the  Service  is  trying  to  reduce  its 
labor  costs  is  through  the  reassignment  of  excess  craft 
employees  and  reduction  of  overtime.   The  Service  has  estab- 
lished a  new  Excess  Craft  Employee  Reporting  Procedure  to 
enable  it  to  systematically  adjust  its  manpower  requirements 
to  fit  the  actual  workload  at  every  postal  installation. 
Under  the  new  system,  understaffed  offices  will  be  brought  up 
to  strength  by  reassigning  excess  employees  from  other  offices 
rather  than  hiring  new  employees. 

Improved  Procurement  Practices 

Procurement  in  the  Postal  Service  is  big  business — well 
in  excess  of  $1  billion  annually.   Service  contracting  covers 
a  wide  variety  of  goods  and  services  including:   land 
acquisition,  construction  of  buildings,  mail  processing 
equipment,  vehicles,  customer  service,  professional  services, 
support  services,  building  supplies,  printing,  fuel  and  util- 
ities just  to  mention  a  few. 

The  Service's  procurement  policies  and  procedures 
emanate  from  the  authority  contained  in  section  410  of  the 
Reorganization  Act.   Basically,  this  section  exempted  the 
Service  from  Federal  laws  relating  to  contracts  with  a  few 
exceptions  such  as  those  laws  pertaining  to  labor,  civil 
rights,  and  criminality.   As  a  result,  the  Service  was  given 
wide  latitude  in  the  conduct  of  its  procurement  activities. 
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Though  the  Service  was  given  considerable  freedom,  its 
procurement  policies  and  regulations  closely  parallel  those 
of  other  Federal  agencies. 

Since  reorganization,  we  have  continually  devoted  part 
of  our  audit  effort  to  procurement.   Overall,  our  reviews 
have  shown  the  Service  record  to  be  mixed — disclosing  both 
good  and  bad  aspects.   Generally,  problems  we  have  noted 
occurred  because  (1)  procedures  were  not  followed  and/or 
(2)  the  procedures  were  not  adequate.   When  we  have  pointed 
out  problems  to  the  Service,  it  has  instituted  corrective 
actions.   Some  of  our  major  efforts  in  the  past  are  discussed 
below. 

Sole-source  contracting  and  cost  overruns 

This  review  was  undertaken  because  of  allegations  that 
the  Service  was  awarding  an  excessive  number  of  sole-source 
contracts  and  that  cost  overruns  were  occurring  on  these 
contracts.   The  review  was  restricted  to  the  headquarters 
contracting  activities  of  the  Procurement  and  Supply 
Department. 

Sole-source  contracts  totaling  $98  million  represented 
25  percent  by  number  and  44  percent  by  dollar  value  of  total 
contract  awards.   A  wide  variety  of  goods  and  services  were 
procured  on  a  sole-source  basis — from  complex  items  such 
as  Mark  II  Facer  Cancellers  to  simple  items  such  as  office 
furniture  and  letter  mail  tray  covers.   Two  reasons  frequently 
used  to  justify  sole  source  were: 

— the  item  was  urgently  needed,  and/or 

— a  particular  contractor  was  the  only  source  of  supply. 

We  concluded,  in  certain  cases,  these  justifications  were 
questionable  and  that  the  Service  could  have  avoided  going 
sole  source. 

Cost  overruns  on  sole-source  contracts  were  not  excessive 
The  $28.2  million  cost  growth  on  9  contracts  we  reviewed 
was  caused  by: 

— def initization  of  letter  contracts  ($18.3  million) 

— changes  to  scope  of  work  ($7.5  million 

— cost  overrun  ($2.4  million) 

The  Service  instituted  several  corrective  actions: 

— establishing  an  office  to  identify  future  needs  earlier 
so  as  to  avoid  the  urgent  needs; 
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— vesting  sole  authority  for  approving  sole-source  con- 
tracts over  $5,000  with  Assistant  Postmaster  General, 
Procurement  and  Supply  Department; 

— establishing  a  policy  to  secure  data  rights  to  avoid 
being  forced  to  obtain  items  from  the  previous  supplier 

We  noted  some  basic  problem  areas  in  procurement  of 
developmental  equipment.   Briefly  these  were:   (1)  no  high- 
level  review  committee  with  authority  to  modify  or  terminate 
programs  moving  in  questionable  directions  or  showing  little 
progress  or  potential,  (2)  test  and  evaluation  activities 
being  largely  under  control  of  project  management  rather  than 
being  independent,  and  (3)  lack  of  periodic  cost  benefit 
analyses  to  provide  top  management  with  information  to  eval- 
uate programs  in  terms  of  costs  to  be  incurred  and  benefits 
to  be  realized. 

Postal  officials  told  us  that  although  mistakes  were 
made  in  the  accelerated  effort  to  develop  mechanization, 
lessons  were  learned  from  the  experience  and  corrective 
actions  were  taken  including: 

— requiring  more  careful,  formal  justification  for 
procurement  actions; 

— separating,  organizationally,  the  testing  and  ev- 
aluation function;  and 

— requiring  a  verification  of  cost-benefit  analysis. 

Automatic  data  processing 
equipment  purchases 

We  were  requested  to  determine  whether  contracts  for  auto 
matic  data  processing  equipment  for  Postal  Data  Centers  in 
St.  Louis  and  New  York  City  were  fairly  awarded.   In  both 
procurements,  we  found  no  evidence  that  the  Service  attempted 
to  rig  the  awards.   However,  we  did  note  some  deficiencies. 

In  the  St.  Louis  procurement,  the  request  for  proposal 
did  not  adequately  describe  the  workload  to  be  processed  on 
vendor  equipment  and  provide  information  on  the  criteria  to 
be  used  to  evaluate  proposals.   These  deficiencies  worked  to 
the  advantage  of  the  vendor  awarded  the  contract. 

In  the  New  York  procurement,  the  request  for  proposal  did 
not  (1)  adequately  describe  the  workload  requirements  and  the 
benchmark  demonstration  to  be  performed  on  vendor  equipment 
or  (2)  provide  information  on  the  criteria  to  be  used  to 
evaluate  vendor  proposals. 
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As  a  result  of  the  deficiencies,  the  Service  revised 
its  policies  and  procedures  for  selecting  automatic  data 
processing  equipment. 

Professional  services 

Our  report  on  contract  awards  for  advertising  and  pro- 
motional services  demonstrates  that  questionable  procurements 
may  result  when  established  procurement  policy  and  procedures 
are  bypassed. 

Altogether,  one  contractor  was  paid  a  total  of  $815,000 
under  four  contracts,  three  purchase  orders,  and  five  claims. 
The  initial  contract  was  justified  on  the  basis  that  the 
company  was  the  only  source.   However,  the  Service  did  not 
attempt  to  locate  other  potential  sources  as  required  by 
regulations.   The  contractor  acknowledged  that  other  firms 
could  have  performed  the  work.   Subsequent  arrangements  with 
the  contractor  were  justified  on  the  basis  of  the  company's 
knowledge  of  postal  operations  and  the  high  quality  of  its 
wor  k. 

The  five  claims  were  for  projects  undertaken  on  the  basis 
of  oral  understandings  which  were  not  corroborated  in  formal 
contracts.   In  four  of  the  five  claims,  the  Service  paid  the 
contractor  amounts  shown  on  its  invoices  without  audit  to 
determine  their  reasonableness. 

For  the  four  formal  contracts  awarded  the  contractor, 
the  cost  and  price  data  submitted  was  not  sufficiently 
detailed  to  determine  the  reasonableness  of  proposed  prices. 
Two  of  the  contracts  exceeded  $100,000,  and  audits  were 
required  but  not  performed. 

The  contracts  discussed  above  along  with  several  other 
professional  services  contracts  were  the  subject  of  con- 
siderable adverse  publicity  because  of  the  personal 
involvement  of  senior  postal  officials. 

Mail  transportation  contracting 

The  Service  uses  contracted  vehicle  service  as  one  means 
to  transport  mail  between  postal  and  private  facilities.   The 
bulk  of  the  contracts,  referred  to  as  star  routes,  are  for 
moving  mail  between  cities  and  between  post  offices.   Other 
star  routes  move  mail  between  post  offices  and  transportation 
terminals,  airports,  and  postal  and  private  stations.   There 
are  about  14,000  star  route  contracts  throughout  the  country. 
Expenditures  for  these  contracts  totaled  $262  million  in 
fiscal  year  1973. 
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The  Service  was  not  promptly  identifying  opportunities 
to  improve  the  routing  of  a  star  route  vehicles.   As  a  result, 
the  Service  was  incurring  unnecessary  costs  and  fuel  use. 
For  example,  the  sectional  center  facilities  at  Rockford 
and  Springfield,  Illinois,  could  have  saved  about  $185,000 
and  88,000  gallons  of  fuel  annually  by  better  coordination 
of  their  star  routes. 

We  recommended  that  the  Service  issue  instructions 
requiring  periodic  reviews  of  star  routes  and  that  the 
requisite  procedures  be  covered  in  appropriate  Postal 
Service  training  programs.   We  further  recommended  that 
the  Service  consider  centralizing  the  review  at  a  level 
higher  than  the  sectional  center  facilities  to 

— provide  independent  analysis  of  the  need  for  routes, 

— eliminate  jurisdictional  problems  involving  different 
fiscal  and  contracting  authorities,  and 

— build  a  degree  of  expertise  for  the  personnel 
reviewing  the  star  routes. 

Service  corrective  actions  included  revised  procedures 
for  reviewing  star  routes  and  covering  the  review  procedures 
in  Service  training  programs.   The  Service  is  experimenting 
with  centralizing  star  route  contracting  and  administration. 

Vehicle  procurement 

We  reviewed  a  Service  decision  to  pruchase  35,695  1/4-ton 
vehicles  for  approximately  $102  million.   The  purpose  of  our 
review  was  to  determine  if  (1)  the  cost  benefit  analyses  used 
to  justify  the  purchase  were  prepared  properly  and  (2)  the 
most  economical  procurement  method  was  adopted. 

We  found  that  the  cost  benefit  analyses  were  prepared 
using  an  accepted  method.  Also,  the  decision  to  purchase,- 
rather  than  lease,  was  the  more  economical  alternative. 

Mechanization  Improvements 

The  Service's  primary  research  and  development  effort  is 
geared  toward  mechanizing  the  mail  stream.  While  productivity 
improvement  can  be  achieved  to  some  degree  through  better 
methods  and  management,  the  majority  of  future  savings  are 
expected  to  come  through  mechanization.   The  payout  in 
mechanization,  it  is  hoped,  will  take  the  form  of  increased 
speed  and  efficiency  while  at  the  same  time  reducing  labor 
costs. 

Chapter  2  discussed  the  advances  made  by  the  Service  in 
mechanizing  letter  sorting  operations.   Some  other  mechan- 
ization efforts  are  discussed  below. 
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National  bulk  mail  system 

The  Postal  Service  is  investing  about  $1  billion  in  the 
National  Bulk  Mail  System  (NBMS) — a  nationwide  system  for 
processing  bulk  mail.   The  NBMS  represents  the  Service's 
first-scale  attempt  to  develop  a  mechanized  nationwide  mail 
processing  system.   The  system,  approved  on  March  11,  1971, 
will  consist  of  21  bulk  mail  center-s  and  12  auxiliary  service 
facilities  located  throughout  the  country.   Its  original 
estimated  cost  was  $950  million. 

A  1970  study  by  a  consulting  firm  to  determine  the 
benefits  to  be  derived  by  a  bulk  mail  system  showed  that 
such  a  national  system  would  save  about  $300  million 
annually.   This  savings  determination  was  based  on  an 
analysis  of  what  the  1969  actual  bulk  mail  costs  would 
have  been  had  the  bulk  mail  system  been  in  operation  at 
that  time.   On  the  basis  of  a  June  1972  consultant's  study, 
the  Service  stated  the  system  would  increase  revenues  and 
reduce  costs  by  about  $500  million  by  1984. 

In  GAO ' s  report  "Observations  and  Questions  on  the 
Development  of  the  New  National  Bulk  Mail  System"  (B-114874, 
Nov.  1,  1974),  we  stated  that  the  Service's  projection  of 
$500  million  may  prove  correct,  but  it  is  far  from  certain 
for  two  reasons: 

(AAA 

— The  Acertainty  of  the  Service's  future  share  of  the 
parcel  delivery  market  and  future  revenues. 

— The  uncertainty  of  the  accuracy  of  the  Service's 
prediction  of  how  the  new  system  will  affect  its 
overall  costs. 

The  Service  expects  the  NBMS  to  be  completely  oper- 
ational on  March  27,  1976.   The  estimated  cost  to  complete 
the  system  is  about  $997  million,  $47  million  more  than  the 
original  estimate  of  $950  million. 

The  Service  lowered  the  estimated  annual  benefits  to 
be  realized  from  the  system  to  $209  million  on  March  4,  1975, 
and  to  $149  million  on  July  1,  1975.   On  October  7,  1975, 
the  Assistant  Postmaster  General,  Bulk  Mail  Processing 
Department,  stated  that  benefits  from  NBMS  should  exceed 
$138  million  annually,  if  parcel  post  volumes  did  not  fall 
below  400  million  pieces,  and  if  bulk  second-  and  third- 
class  volumes  did  not  drop  below  anticipated  levels,  for 
an  investment  return  in  excess  of  10  percent. 

Annual  benefits  of  $138  million  would  be  a  decrease 
of  54  percent  in  the  original  annual  benefits  estimate  of 
$300  million. 
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Other  mechanization  efforts 

In  testimony  before  the  Subcommittee  on  Postal  Facil- 
ities, Mail,  and  Labor  Management,  House  Post  Office  and 
Civil  Service  Committee,  in  August  1974  we  discussed  the 
air  culler,  advanced  facer  canceller,  and  advanced  optical 
character  reader;  three  pieces  of  equipment  being  developed 
to  reduce  labor  requirements. 

To  that  time,  the  Service  had  spent  about  $43.4  million 
developing  these  machines.   Our  general  observations  were 
that: 

— none  of  the  machines  were  suitable  for  full-scale  pro- 
duction and  deployment  within  the  postal  system,  and 

— all  three  had  manpower  requirement  similar  to  existing 
alternatives  and  therefore  did  not  appear  to  offer 
substantive  manpower  savings. 

The  ongoing  mechanization  program  is  divided  into  the 
following  areas: 

— Letter  Mail 

— Flats,  Small  Parcels,  and  Rolls 

—Bulk  Mail 

— Transportation  and  Container ization 

— Point-of-Sale 

— Advanced  Mail 

— Technology  Research 

The  long-range  goal  in  transportation  and  container- 
ization  is  to  develop  containers  compatible  with  transpor- 
tation (material  handling  equipment  and  vehicles).   The 
Service's  view  is  that  container ization  can  improve  pro- 
ductivity, while  transportation  improvements  can  achieve 
dollar  savings  primarily  through  reductions  in  fuel  costs. 
An  example  of  the  Service  effort  is  the  use  of  electronic 
delivery  vehicles.   Currently,  350  1/4-ton  electric  vehicles 
are  being  field  tested  to  determine  whether  they  will  be  an 
economical  alternative  to  the  gasoline  powered  jeeps.   Tent- 
ative plans  call  for  the  purchase  of  1,000  additional  vehicles 
in  fiscal  year  1976  and  5,000  in  fiscal  year  1977. 

Under  the  Flats,  Small  Parcels,  and  Rolls  (FSPR)  Program, 
two  proto-types  have  been  developed — the  envelope  flat  sorter 
and  a  small  parcels  and  rolls  sorter.   The  Service  has  plans 
to  deploy  these  items. 
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The  Point-of -Sale  program  involves  developing  self  serv- 
ice equipment,  window  operations  equipment,  and  delivery 
services  equipment.   Examples  of  Service  equipment  include 
stamp  and  coin  vending  machines  and  neighborhood  "cluster 
boxes . " 

The  Advanced  Mail  and  Technology  Research  programs  are 
really  the  "think  tank"  programs.   The  concept  here  is  to 
evaluate  new  technologies  in  terms  of  potential  Postal 
Service  applications.   For  example,  the  Service  is  now 
studying  the  feasibility  of  an  electronic  message  service 
system. 

CONCLUSION 

The  126  GAO  reports  demonstrate  that  there  is  much 
management  can  and  should  do  to  make  the  Service  more 
efficient  and  effective.  On  the  other  hand,  the  facts,  as 
we  see  them,  do  show  that  much  of  the  Service's  financial 
problems  were  beyond  its  control. 


44 


with 


64 


CHAPTER  5 
PERSONNEL  COMPENSATION  AND  WORKING  CONDITIONS 


The  Postal  Reorganization  Act  tasked  the  Postal  Service 


— achieving  and  maintaining  compensation  for  its 

employees  comparable  to  the  rates  and  types  of  com- 
pensation paid  in  the  private  sector, 

— providing  all  employees  with  opportunities  for  career 
advancements  and  achievements  of  worthwhile  and 
satisfying  careers,  and 

— providing  desirable  working  conditions  for  its 
employees. 

Since  reorganization,  the  Postal  Service  has  been  successful 
in  increasing  employee  compensation,  establishing  a  com- 
prehensive training  program,  improving  working  conditions, 
and  reducing  employee  accidents.   The  impact  of  salary 
increases  on  the  Service's  goal  of  self-sufficiency  was 
discussed  in  chapter  4. 

EMPLOYEE  COMPENSATION 

The  Act  authorized  employees  to  organize  and  bargain 
collectively  with  management  on  matters  related  to  wages  and 
hours.   The  first  collective  bargaining  agreement  was  com- 
pleted on  November  18,  1970,  and  expired  July  20,  1971. 
There  have  been  three  labor  contracts  since  that  time  as 
follows: 

From  To  Term 

7/21/71  7/20/73  2  years 

7/21/73  7/20/75  2  years 

7/21/75  7/20/78  3  years 

The  Service  conducted  a  study  of  compensation  costs 
and  occupational  wage  rates  that  covered  67  companies  in 
manufacturing  and  nonmanuf actur ing  industries  during  the 
period  November  18,  1974,  to  February  7,  1975.  According 
to  the  study,  the  average  straight-time  pay  plus  benefit 
cost  for  Service  bargaining  unit  employees  was  $8.05  per 
hour  and  the  average  wage  for  employees  in  the  industries 
surveyed    was    $8.04   per    hour    as    shown    below. 
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Comparison  of  Compensation  Costs  in  the 


Service  With 

that  in  14  Selected 

Industr  ies 

February  1975 

Postal  Service 

Private  sector 

Straight-time  pay 
Total  benefits 

$  6.02 
2.03 

$  5.55 
2.49 

Total  Compensation       $  8.05  $  8.04 

The  survey  results  indicated  that  there  was  little  differ- 
ence in  compensation  costs  between  the  Service  and  the 
private  sector. 

As  a  matter  of  interest,  GAO  has  traced  the  compensation 
growth  for  employees  of  the  Service.   The  following  table 
shows  salary  growth  for  Service  employees  since  reorganiza- 
tion.  It  also  shows  the  salary  growth  for  General  Schedule 
employees,  grade  5/step  5  and.  for  Postal  Service  Schedule 
employees,  grade  5/step  5  (the  former  equivalent  point  in 
the  General  Schedule  and  Service  scales). 

i 

Salary  Growth  Since  Postal  Reorganization 

Percent 

increase 

from 

'7/71 

to 

July  1,  1971  July  21,  1975    March  21,  1976     3/76  ■ 

(note  a)       (note  b)         (note  c) 

Postal  Service 
Average  Salary 
w/o  fringes 
w/f r inges 

Grade  5/step  5 
w/o  fringes 
w/fringes 

General  Schedule 
w/o  fringes 
w/fringes 

a/  Compensation  prior  to  collective  bargaining, 
b/  Date  of  first  increase  under  current  contract, 
c/  Date  of  second  increase  under  current  contract, 
d/  Does  not  reflect  a  contribution  for  retirement  benefits  as 
complete  as  the  General  Schedule. 
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$8,694 
9,7  46 

$13,254 
15,493 

$13,650 
15,957 

57.00 
63.73 

$8,012 
8,981 

$12,238 
14,306(note 

d) 

$12,634 
14,769(note 

d) 

57.69 
64.45 

$7,862 
8,813 

$  9,632 
11,809 

9 

$10,117 
12,403 

28.68 
40.73 
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By  the  end  of  the  current  contract  period,  July  1978,  we 
estimate  the  average  compensation  and  benefit  costs  per  labor 
agreement  employee  will  be  $18,700. 

Since  reorganization,  total  employee  salaries  and  bene- 
fits costs  have  increased  $3.5  billion  or  47  percent.   This 
expense,  as  a  percent  of  total  postal  expenses,  has  increased 
from  83.3  in  1971  to  about  86  percent  in  1975.   Coupled  with 
the  compensation  and  benefit  increases  is  the  "no  lay-off" 
clause.   This  package  would  certainly  seem  to  give  postal 
union  employees  a  financial  standing  comparable  to  that  of 
employees  in  the  private  sector  of  the  economy. 

CAREER  ADVANCEMENT 

The  Postal  Service  training  program  is  designed  to 
increase  employee  opportunity  for  advancement  and  the  pro- 
fessionalism of  the  organization.   The  Service's  program  is 
carried  out  through  its  Postal  Employee  Development  Centers 
located  in  the  larger  and  geographically  acceptable  post 
offices,  Technical  Center  in  Oklahoma,  and  Training  and 
Development  Institute  in  Maryland. 

The  Development  Centers  are  the  basic  units  in  the 
Service's  program.   The  centers,  of  which  there  were  170 
in  fiscal  1975,  use  self-learning  techniques  to  enable 
employees  to  improve  their  general  education  or  develop 
specific  skills  for  better-paying  jobs.   An  estimated 
354,000  employees — over  half  the  postal  workforce — took 
courses  at  centers  during  1975. 

The  Technical  Center  teaches  advanced  technical  skills 
and  the  Development  Institute  specializes  in  management 
instruction.   In  1975,  the  Institute  started  a  new 
management  development  program  designed  to  insure  that  all 
city-delivery  supervisors,  manager,  and  postmasters  receive 
thorough  training  when  they  are  appointed  to  a  new  manage- 
ment position.   In  fiscal  year  1975,  55,342  employees 
attended  the  Center  and  67,569  attended  the  Institute. 

WORKING  CONDITIONS  IMPROVEMENT  PROGRAM 

The  adequacy  of  many  postal  facilities  had  been  a 
long-standing  problem.   The  President's  Commission  on 
Postal  Organization  in  its  June  1968  report  stated:. 

"Though  some  modern  post  offices  are  pleasant  enough 
places  to  work,  working  conditions  in  many  are 
appalling.  *  *  *  Dirty  facilities,  crowded  and 
noisy  work  areas,  inadequate  locker  space  and 
rest  rooms,  and  poor  lighting  and  cooling  systems 
are  common." 


47 


67 


Recognizing  the  problem,  the  Service,  in  early  1972, 
started  a  multi-million  dollar  effort — the  Working  Con- 
ditions Improvement  Program  (WCIP) — that  had  the  objective 
of  having  at  least  95  percent  of  postal  employees  housed 
in  adequate  facilities  by  June  30,  1975.   The  program's 
importance,  as  expressed  by  headquarters  management,  was 
such  that  it  had  a  priority  second  only  to  expeditious 
and  economic  delivery  of  the  mails.   The  program  tackled 
problems  ranging  from  poor  lighting  and  ventilation  on 
the  workroom  floor  to  sprucing  up  employee  locker  rooms. 

On  December  16,  1974,  GAO  reported  to  the  Postmaster 
General  that  the  program  was  not  well  managed  in  its  early 
stages.   As  a  result,  its  progress  was  hindered  by  problems 
that  could  have  been  avoided  or  ameliorated  by  better 
planning  and  execution.   The  problems  inhibiting  WCIP's 
progress  during  its  early  scages  were: 

— insufficient  staffing  and  direction  to  effectively 
execute  the  program, 

— inadequate  reporting  procedures  for  informing 
management  of  program  progress, 

— a  need  for  improved  identification  of  needed 
facility  improvements, 

— a  need  to  obtain  employee  views  on  required 
facility  improvement, 

— inadequate  guidance  on  improving  leased 
facilities,  and 

— a  need  to  insure  that  improvements  are  made  in 
order  of  their  priority. 

Program  management  improved  considerably  during  our  review, 
to  some  extent,  as  a  result  of  GAO  discussions  with  and 
suggestions  to  postal  managers. 

The  WCIP  was  completed  in  fiscal  year  1975  with  a  total 
commitment  of  $260  million.   At  the  end  of  the  fiscal  year, 
87  percent  of  postal  employees  were  housed  in  fully  adequate 
space  or  in  buildings  being  upgraded.   Another  12  percent 
were  in  buildings  scheduled  for  replacement. 

EMPLOYEE  ACCIDENTS 

The  Service  has  taken  action  to  reduce  the  number  of 
accidents  involving  its  employees.   This  includes  the 
Service's  efforts  to  modernize  facilities,  improve  working 
conditions,  and  increase  employees'  awareness  of  safety. 
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The  following  table  shews  the  number  of  industrial  and 
vehicle  accidents  in  the  Service  from  fiscal  year  1971  (pre- 
postal  reorganization)  to  fiscal  year  1975. 

Postal  Service  Accident  Statistics 

1971     1972     1973     1974     1975 

Number  of  accidents: 

Industrial       49,517   45,229   46,868   51,766   45,962 
Vehicle  22,035   19,786   16,328   12,398   10,408 

While  there  has  been  a  favorable  trend  in  the  number  of 
accidents,  the  cost  of  accidents  including  medical  cost, 
payments  for  lost  time,  and  property  damage  has  risen 
steadily  as  shown  in  the  following  table. 

Total  Cost  of  Accidents 


1972 

$18, 

,336, 

,805 

1973 

20, 

,601 

,800 

1974 

21, 

,280, 

,104 

1975 

23, 

,147, 

,345 

CONCLUSION 

In  many  ways  the  post  office  is  a  better  employer  and  a 
better  place  to  work  than  it  was  prior  to  the  reorganization 
The  amounts  expended  by  the  Service  show  that  it  is  working 
to  fulfill  the  objectives  of  the  Postal  Reorganization  Act. 
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QUALITY  CF  MAIL  SERVICE  52  -  55 
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APPENDIX  I 


APPENDIX 


QUALITY  MAIL  SERVICE 


FISCAL  YEAR  1572 


Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference  Congress   of  Congress  official 


Implementation  of  the  bulk 
mail  facility  concept, 
Pittsburgh,  PA  (Request 
of  Congressman  H.  R.  Gross)     171594 

Questionable  savings  attributed 
to  Key  Cities  Program 

Survey  of  the  transportation 
activities  of  the  Post  Office 
Department  114874 

FISCAL  YEAR  1973 


9-07-71 


5-04-7. 


6-29-7. 


Determination  of  whether  the 
Postal  Service  has  improved 
first-class  mail  service 
(Request  of  Congressman 
H.  R.  Gross) 


114874 


12-01-72 


Quality  of  mail  service  in 
Florida  (Request  of  Cong- 
ressman Paul  G.  Rogers)         114874 

Quality  of  mail  service  in 
Texas  (Reauest  of  Senator 
Lloyd  H.  Bentsen)  114874 

Examination  of  selected  as- 
pects of  the  preferential 
mail  system  (Request  of 
Chairman,  Subcommittee  on 
Postal  Facilities  and  Mail, 
House  Committee  on  Post 
Office  and  Civil  Service        171594 


5-02-73 


5-15-73 


6-25-73 


Survey  of  Self-Service 
Postal  Center  Program 

Mail  forwarded  or  returned 
to  patrons 

Evaluation  of  the  letter  mail 
code  sort  system  prototype 


114874 


9-21-72 
10-31-72 
11-08-72 
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QUALITY  MAIL  SERVICE 


FISCAL  YEAR  1973  (cont'd.) 


Addressee  and  date  issued 
Committees 

oc  Members    Agency 
Reference  Congress  of  Congress  official 


Service-wide  mail  containeri- 
zation  program  needed 

Survey  of  the  area  and  managed 
mail  processing  programs 


114874 


1-18-7. 


2-08-7 


Survey  of  damaged  and  lost 
parcels 


3-13-7 


Survey  of  registered  and  COD 
mail 


3-19r7: 


FISCAL  YEAR  1974 


Review  of  air  mail  improvement 
program 


114874 


8-06-73 


Problems  affecting  mail  service 
and  improvements  being  taken 


114874 


3-20-74 


Review  status  of  mail  service 

(Request  of  Chairman,  House 

Post  Office  and  Civil  Service 
Committee) 

New  York  114874 

Miami  114874 

Boston  114874 

Detroit  114874 

San  Francisco  114874 

Denver  114874 

Honolulu  114874 

Los  Angeles  114874 

New  Orleans  114874 


7-20-73 

10-02-73 

10-11-73 

10-19-73 

1-03-74 

1-04-74 

1-07-74 

1-09-74 

3-08-74 


Review  quality  of  mail  service 
in  Delaware  (Request  of  Cong- 
ressman Pierre  S.  du  Pont) 


114874 


7-26-73 


Review  handling  of  publications 
at  Texarkana  Sectional  Center 
Facility  (Request  of  Congress- 
man Wright  Patman) 


114874 


9-28-73 
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QUALITY  MAIL  SERVICE 

Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference  Congress   of  Congress   of f iciai 


FISCAL  YEAR  1974  (cont'd.) 


Review  quality  of  mail  service 
in  Alaska  (Reouest  of  Senator 
Mike  Gravel) 


114874 


10-26-73 


Observations  on  the  Preferen- 
tial Mail  System  (Request 
of  Chairman,  Senate  Commit- 
tee on  Post  Office  and  Civil 
Service) 


114874 


10-30-73 


Postal  Service  actions  on 

problems  cited  in  GAO  report 
on  mail  service  in  Florida 
(Request  of  Congressman 
Paul  G.  Rogers) 


114874 


3-12-74 


results  of  GAO  test  mailings 
during  1973  Christmas  period 


6-19-7 


Review  of  letter  sorting  machine 
operations  in  Detroit 


6-28-7 


FISCAL  YEAR  1975 


Missent  mail — a  contributing 

factor  to  mail  delay  and      GGD-75-002 
increased  costs  114874 


10-22-74 


Observations  and  questions 
on  the  development  of  the 
new  National  Bulk  Mail 
System 


GGD-75-31 
114874 


11-01-74 


$100  million  could  be  saved 
annually  in  postal  opera- 
tions in  rural  America  with- 
out affecting  the  quality  of   GGD-75-87 
service  114874 


6-04-75 


Problems  affecting  mail  ser- 
vice in  New  Haven,  CT  (Re- 
quest of  Congressman  Robert   GGD-75-020 
N.  Giaimo)  114874 


9-04-74 
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QUALITY  MAIL  SERVICE 


Addressee  and  date  issued 


Committees 

or  Members    Agency 
Reference   Congress   of  Congress   official 


FISCAL  YEAR  1975  (cont'd.) 


Information  on  certain  costs  of 
the  National  Bulk  Mail  System 
(Request  of  Congressman       GGD-75-042 
H.  R.  Gross)  114874 


11-12-74 


Review  of  airmail  and  first- 
class  delivery  times  (Request  GGD-75-047 


of  Senator  Eagleton 


114874 


12-17-74 


Survey  of  the  reliability  of 
air  transportation  of  mail 


•14-7 


Report  on  improved  mail  ser- 
vice -  1973  Christmas  period 
over  1972  Christmas  period 


114874 


10-23-7- 


-SCAL  YEAR  1976 


System  for  measuring  mail 

delivery  performance — its     GGD-75-109 
accuracy  and  limits  114874 


10-17-75 


Quality  of  mail  service  in 
New  Mexico  (Request  of 
Chairman,  Subcommittee  on 
Treasury,  Postal  Service 
and  General  Government, 
Senate  Committee  on 
Appropriations) 


GGD-76-6 
114874 


11-04-75 


Potential  for  savings  through 
consolidating  certain  mail 
operations  in  the  San 
Francisco  and  Seattle 
Postal  Concentration 
Centers 


10-17-7: 


ed  to  formulate  policies 
and  procedures  which  would 
ensure  evaluation  of  trade- 
offs between  transportation 
savings  and  service  impact 


11-07-75 


55 


75 


APPENDIX  I  APPENDIX  I 


FACILITIES,  VEHICLES,  AND  EQUIPMENT 


Addressee  and  date  issued 
Committee 

or  Members    Agency 
Reference   Congress   of  Congress   of f icia: 


FISCAL  YEAR  1972 


Contract  for  study  of  suitable 
interior  finishes  (Request 
of  Congressman  H.  R.  Gross)     172134  7-12-71 

Planning  a  new  postal  facility 
in  Charlotte  Amalie,  St. 
Thomas,  Virgin  Islands  (Re- 
quest of  Chairman,  Subcom- 
mittee on  Public  Buildings 
and  Grounds,  House  Committee 
on  Public  Works)  171594  8-16-71 

Site  selection  and  contract 
awards  for  construction  and 
mechanization  of  New  York 
Bulk  and  Foreign  Mail  Facil- 
ity (Request  of  Congressman 
H.  R.  Gross)  171594  10-29-71 

Transfer  of  postal  building 
site  acquisition  and  con- 
struction responsibilities 
(Request  of  Chairman, 
Senate  Committee  on  Post 
Office  and  Civil  Service)       172186  11-03-71 

Leasing  vs  buying  Postal 
Service  vehicle  mainten- 
ance facility  in  New  York 
City  (Request  of  Congress- 
woman  Bella  S.  Abzug)  114874  2-14-72 

Selection  of  a  new  facility 
site  in  Thousand  Oaks,  CA 
(Request  of  Senators  Alan 
Cranston  and  John  V.  Tunney)     171594  2-17-72 

amination  of  selected  ter- 
minated architect-engineering 
design  contracts  (Request  of 
Chairman,  Subcommittee  on 
Postal  Facilities  and  Mail, 
House  Committee  on  Post 
Office  and  Civil  Service)       171594  6-13-72 
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FACILITIES,  VEHICLES,  AND  EQUIPMENT 


FISCAL  YEAR  1972  (cont'd.) 

Leasing  vs  buying  vehicle 
maintenance  facility  in  New 
York  City  (Request  of  Cong- 
resswoman  Bella  S.  Abzug, 
and  Senators  Jacob  K.  Javits 
and  James  L.  Buckley) 

Contract  award  and  administra- 
tion procedures 

Vehicle  maintenance  program, 
San  Francisco  region 

Procurement  of  security  con- 
tainers and  safes  to  reduce 
burglary  lossess 

Survey  of  vehicle  utilization 
in  Chicago  area 

FISCAL  YEAR  1973 

Economies  of  a  decision  by 
the  Postal  Service  to 
abrogate  an  existing  lease 
arrangement  -  South  Boston 
Postal  Annex  Addition, 
Boston,  MA  (Request  of 
Congressman  James  B.  Burke) 

Review  of  the  purchase  of  a 
new  Postal  Service  Head- 
quarters (Request  of  Chair- 
mand,  Subcommittee  on  Postal 
Facilities  and  Mail,  House 
Committee  on  Post  Office 
and  Civil  Service) 


Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference  Congress  of  Congress  official. 


114874 


6-16-72 


8-18-71 
2-14-72 

4-17-72 
4-18-72 


145650 


12-29-72 


114874 


1-05-73 


57 


77 


APPENDIX  I  APPENDIX  I 

FACILITIES,  VEHICLES,  AND  EQUIPMENT 

Addressee  and  date  issued 
Committees 

or  Members  Agency 

Reference   Congress   of  Congress  official 

Selection  of  bulk  mail  facili- 
ties in  Memphis,  TN ,  and 
Philadelphia,  PA  (Request  of 
Chairman,  Subcommittee  on 
Postal  Facilities  and  Mail, 
House  Committee  on  Post 
Office  and  Civil  Service)       114874  1-30-73 

Examination  of  the  promotional 
activities  of  the  U.S.  Postal 
Service  (Request  of  Congress- 
man John  M.  Murphy)  114874  6-12-73 

FISCAL  YEAR  1974 

Examination  of  construction 
contract  awarded  for  Des 
Moines,  Iowa,  Bulk  Mail 
Facility  (Request  of 
Chairman,  House  Committee 
on  Post  Office  and  Civil 
Service)  171594  7-19-73 

Justification  for  leasing 
foreign-made  vehicles 
(Request  of  Congressman 
Henry  S.  Reuss)  167196  9-05-73 

Review  of  site  selection, 
Cuba  City,  Wisconsin 
(Request  of  Congressman 
Vernon  W.  Thomson)  171594  9-19-73 

Facility  site  selection 
procedures  at  Cincinnati, 
Ohio  (Request  of  Congress- 
man William  J.  Keating)  114874  10-19-73 
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FACILITIES,  VEHICLES,  AND  EQUIPMENT 


FISCAL  YEAR  1974  (cont'd 


Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference   Congress   of  Congress   of f icia: 


Review  of  costs  for  Head- 
quarter's  furnishings 
(Request  of  Senators 
Robert  P.  Griffin  and 
John  C.  Stennis,  and 
Congressmen  Charles  E. 
Bennett  and  H.  R.  Gross) 


114874 


12-14-73 


Review  of  cost  of  kitchens 
for  Board  of  Governors  and 
for  Postmaster  General 
(Request  of  Senator  Alan 
Cranston) 


114874 


2-12-74 


Review  of  contracts  with 
Burnaford  and  Company 
(Request  of  Senator  Alan 
Cranston) 


114874 


6-12-74 


Review  of  Postal  Service's  S3. 8 
million  advertising  campaign 
(Request  of  Senator  Alan 
Cranston) 


114874 


6-25-74 


Review  of  expenditures  to 

furnish  and  equip  Postmaster 
General's  new  office  (Request 
of  Senator  Sam  Nunn ) 


114874 


6-27-74 


Economic  analysis  on  Letter 
Sorting  Machines  in  Western 
Region 


8-06-7: 


Need  for  improved  security 
measures  at,  and  a  consoli- 
dation of,  the  St.  Louis 
ADP  faciltiy 


2-28-7. 
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FACILITIES,  VEHICLES,  AND  EQUIPMENT 


FISCAL  YEAR  1975 


Addressee  and  date  issued 


Reference   Conaress 


Committees 

or  Members    Agency 

of  Conaress   official 


Observations  on  Procurement  of 
equipment  for  Postal  Data 
Centers  (Request  of  Chairman, 
House  Committee  on  Post 
Office  and  Civil  Service) 
St.  Louis,  MO 

New  York,    NY 


GGD-74-098 
180235 

GGD-74-099 
180235 


7-17-74 
7-19-74 


Review  of  site  acquisition  for 
Kansas  City  Bulk  Mail  Facil- 
ity (Request  of  Congressman 
Larry  Winn,  Jr . ) 

"3ed  for  a  review  mechanism  for 
contracted  vehicle  service 


GGD-74-102 
171594 


114874 


7-17-74 


7-03-74 


Problems  affecting  operations 
at  the  St.  Louis  Postal  Data 
Center 


180235 


12-10-74 


Review  of  working  conditions 
improvement  program 

Observations  on  sole-source 
procurement  and  overruns 
(Request  of  Chairman,  House 
Post  Office  and  Civil  Ser- 
vice Committee) 


114874 


GGD-75-81 
171594 


12-16-74 


5-09-75 


Review  of  policies  regarding 
neighborhood  collection  and 
delivery  boxes  (Request  of     GGD-75-92 
Senator  Alan  Cranston)  114874 


6-09-75 
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FACILITIES,  VEHICLES,  AND  EQUIPMENT 


Addressee  and  date  issued 
Committee 

or  Members    Agency 
Reference  Congress  of  Congress  official. 


FISCAL  YEAR  1976 


Review  site  selection  for  new 
San  Antonio  postal  facility 
(Request  of  Congressman 
Eenry  Gonzalez) 

Large  contract  for  purchase  of 
letter  sorting  machines  by 
U.S.  Postal  Service  (Request 
of  Senator  Stuart  Symington) 


171594 


GGD-75-100 
173423 


8-11-75 


8-26-75 


Efforts  to  develop  improved 
mail  processing  equipment 
have  not  succeeded  to  date 
(Request  of  Chairman,  House 
Committee  on  Post  Office 
and  Civil  Service) 


GGD-75-96 
114874 


9-19-75 


Automotive  Parts  Distribution 
System  (Request  of  Chairman, 
Subcommittee  on  Environmental 
Problems  Affecting  Small 
Business,  House  Permanent 
Select  Committee  on  Small 
Business)  (addressed  to 
Chairman,  House  Committee 
on  Small  Business) 


GGD-76-13 
114874 


11-05-75 


Use  of  commercial  facilities 
for  the  maintenance  of  postal 
vehicles  (Request  of  Chair- 
man, House  Committee  on  Post 
Office  and  Civil  Service) 


GGD-76-30 
114874 


12-23-75 
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FACILITIES,  VEHICLES,  AND  EQUIPMENT 

Addressee  and  date  issued 


Committee 

or  Members    Agency 
Reference  Congress  of  Congress  official 


FISCAL  YEAR  1976  (cont'd.) 


postal  Service  justified  in 
purchasing  mail  delivery 
vehicles  (Request  of  Chair- 
man, House  Committee  on 

post  Office  and  Civil  GGD-76-40 

Service)  114874  1-09-76 
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PERSONNEL 


Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference   Congress   of  Congress   official 


FISCAL  YEAR  1972 


Payroll  activities  at  Atlanta 
Postal  Data  Center  and 
Atlanta  and  Columbus,  GA, 
and  Greenville,  SC,  post 
offices  —  1-18-7 

FISCAL  YEAR  1973 

Examination  into  statements 
concerning  use  of  overtime 
instead  of  replacing  em- 
ployees who  retire  (Request 
of  Congressman  Edwin  B. 
Forsythe)  114874  11-20-72 

*  'ministration  of  sick  leave 
within  the  Postal  Service 
needs  improvement  114874  2-28-7 

FISCAL  YEAR  1974 

Survey  of  Postal  Service 

Training  Programs  —  7-31-7: 

Procedures  to  reimburse 
Department  of  Labor  for 
Workmen's  Compensation  paid 
to  postal  employees  —  10-25-7; 

Findings  on  Groettum-type 

overtime  compensation  —  10-30-7": 
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FINANCE  AND  SPECIAL  STUDIES 


Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference   Congress   of  Congress   official 


FISCAL  YEAR  1972 


Need  to  evaluate  and  improve 
postal  source  data  system 
before  further  expansion 


114874 


7-01-71 


Need  to  increase  rates  to 
recover  cost  of  providing 
service  to  commercial  firms 
renting  multiple  post  office 
boxes 


114874 


7-19-71 


Need  to  recover  the  costs  of 
processing  business  reply 
mail 


114874 


10-28-71 


Determination  of  nonprofit 
organizations'  eligibility 
for  reduced  postage  rates 
should  be  improved 


114874 


4-04-72 


Research  and  engineering 
activities 


1-28-' 


Postal  rates  should  be  adjusted 
to  recover  costs  of  providing 
priority  handling  to  publica- 


tions 


114874 


3-23-7 


Policies  followed  in  selling 
and  exchanging  ZIP  code 
director  ies 


4-28- 


FISCAL  YEAR  1973 


Improvements  needed  in  collection 
of  data  for  the  U.S.  Postal 
Service's  revenue  and  cost 
analysis  system  114874 


2-20-73 


Examination  into  the  rationale 
for  engaging  a  firm  of  cer- 
tified public  accountants 
(Request  of  Congressman 
H.  R.  Gross) 


114874 


9-07-72 
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FINANCE  AND  SPECIAL  STUDIES 


Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference   Congress   of  Congress   official 


FISCAL  YEAR  1973  (cont'd.) 


Examination  of  statements  con- 
cerning Postal  Service  author' 
ity  to  sell  bonds  (Request  of 
Senator  Alan  Bible) 


114874 


12-13-72 


Comparison  of  budgeted  and 
actual  obligations,  fiscal 
year  1972  (Request  of 
Congressman  H.  R.  Gross)        114874 

Evaluation  of  Postal  Service 
opinion  concerning  possible 
conflict  of  interest  on  the 
part  of  Ernst  &  Ernst  (Re- 
quest of  Conaressman  H.  R. 
Gross)  114874 


1-18-73 


2-20-73 


Comments  on  senders  of  third- 
class  mail  paying  return 
postage  (Request  of  Senator 
Mike  Gravel) 


114874 


5-10-73 


Survey  of  the  Customer  Cooper- 
ation Programs 

Cash  management  practices 

FISCAL  YEAR  1974 


10-26-7: 

11-30-72 


Information  on  law  enforcement 
activities  of  the  Postal 
Service  (Request  of  Chairman, 
House  Committee  on  Post  Office 
and  Civil  Service) 

Cost  reduction  reporting  program 

>pection  Service's  consumer 
protection  activities  relating 

to  mail  fraud 


114874 


2-14-74 


7-31-7: 


10-30-72 


Variations  in  cost  effectiveness 
of  post  offices  during  1973 
Christmas  Deriod 


4-22-74 
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Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference   Congress   of  Congress  official 


FISCAL  YEAR  1975 


Report  on  second-  and  third- 
class  mail  rates  and  regu- 
lations (Request  of  Senator 
Alan  Cranston) 


GGD-74-097 
114874 


7-17-74 


Examination  of  Capital  Invest- 
ment Program  (Request  of 
Chairman,  House  Committee 
on  Post  Office  and  Civil      GGD-75-017 
Service)  119600 


8-22-74 


Analysis  of  Public  Service 

Costs  (Request  of  Congress-   GGD-75-025 
man  Edward  J.  Derwinski)        114874 


10-09-74 


ruiservations  on  sales  of 

postal-related  products  and 
photocopy  services  (Request 
of  Chairman,  House  Committee 
on  Post  Office  and  Civil 
Service;  Senators  Alan 
Cranston,  Pete  V.  Domenici, 
Barry  Goldwater,  Sam  Nunn, 
and  Congressman  John  J. 
Rhodes) 


GGD-75-29 
114874 


10-10-74 


Profitability  of  sales  of 
printed  return  address  en- 
velopes (Request  of  Chair- 
man, Subcommittee  on 
Environmental  Problems 
Affecting  Small  Business) 
(Congressman  Hungate) 

Review  of  billing  system  for 
DOD  mail  usage  (Request  of 
staff  of  Senate  Committee 
on  Appropriations) 

Forecast  of  Postal  Service 
self-sufficiency  potential 
(Request  of  staff  of  House 
Committee  on  Post  Office 
and  Civil  Service) 


GGD-75-62 
114874 


GGD-75-1 
182343 


GGD-75-58 
114874 


2-13-75 


2-20-75 


2-20-75 
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FINANCE  AND  SPECIAL  STUDIES 


Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference   Congress   of  Congress   official 


FISCAL  YEAR  1975  (cont'd.) 


Survey  of  Postal  Service's 

collection  of  customs  duties      —  7-26-7 

Survey  of  impact  of  new  postal 
products  and  services  on 
revenue,  customers,  and 
existing  postal  products  --  8-23-" 

Survey  of  Postal  Service 
procurement  and  material 
management  —  1-09-^7 

Assessment  and  collection  of 

fourth-class  mail  revenues        —  5-19-7 

"TSCAL  YEAR  1976 

Federal  agencies  could  do 
more  to  economize  on 
mailing  costs  (Request 
of  Chairman,  House 

Committee  on  Post  Office      GGD-75-99 
and  Civil  Service)  114874  8-25-75 

Estimates  of  mail  volume, 
expenses,  and  first-class 
postage  under  various  sub- 
sidies for  FY  76,  77,  and 
78  (Request  of  Congressman    GGD-76-19 
Leo  Ryan)  114874  12-05-75 

Statistical  Comparison  of 
U.S.  Postal  Service  with 
Selected  Foreign  Postal 

Systems  (Reauest  of  ReD.      GGD-76-35 
Donald  M.  Fraser)  (22388)       114874  12-11-75 

leged  mismanagement  of  the 

District  of  Columbia's  City 

Post  Office  (Request  of 

Chairman,  House  Committee 

on  Post  Office  and  Civil      GGD-76-41 

Service)  114874  1-20-76 
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FINANCE  AND  SPECIAL  STUDIES 


Addressee  and  date  issued 
Committees 

or  Members    Agency 
Reference   Congress   of  Congress   official 


FISCAL  YEAR  1976  (cont'd.) 


Alleged  improprieties  at  the 
Eugene,  Oregon,  Post  Office 
(Joint  request  of  Senator 
Mark  0.  Hatfield  and  Cong-     GGD-76-39 
ressman  James  Weaver)  114874  1-30-76 
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DIGESTS 

OF 

SELECTED  GAO  REPORTS 
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ACQUISITION  AND  USE  OF 


POSTAL  SOURCE  DATA  SYSTEM 


In  a  report  to  the  Congress,  we  stated  that  the  Post 
Office  Department  began  a  multimillion  dollar  program  to 
install  a  nationwide  automated  data  collection  and  processing 
system,  the  Postal  Source  Data  System  (PSDS),  which  was  to 
provide  postal  management  with  more  timely  and  accurate 
information  on  employee  time  and  attendance,  labor  hour 
distribution,  and  mail  volumes  processed  than  was  possible 
under  manual  data  systems.   PSDS  was  to  be  installed 
initally  in  75  of  the  largest  post  offices  but  the  Depart- 
ment later  made  plans  to  install  PSDS  in  35  other  large  post 
offices. 

The  Department  estimated  in  1966  that  (1)  the  total 
acquisition  cost  of  PSDS  would  be  $30.2  million  and  (2)  it 
would  be  fully  operational  in  the  initial  75  post  offices  by 
November  1968.   The  Department  predicted  that  savings  would 
average  $7.2  million  annually,  during  each  of  the  first  5 
years  ,of  PSDS  operations. 

Despite  the  lack  of  sufficient  data  on  the  feasibility 
of  proposed  system  and  the  types  and  quantities  of  equipment 
needed  and  contrary  to  the  recommendation  of  its  own  study 
groups,  the  Department  awarded  a  $22.7  million  contract 
for  the  purchase  and  nationwide  installation  of  equipment 
for  PSDS.   The  premature  award  of  the  contract  resulted  in 
acquisition  of  unneeded  electronic  data  collection  equipment 
costing  $1.2  million  and  of  other  equipment  that  was  not  used 
for  substantial  periods  of  time. 

As  of  November  20,  1970,  a  fully  operational  system  had 
not  been  implemented  at  9  of  the  initial  75  post  offices, 
including  two  of  the  largest  in  the  country — New  York,  N.Y.; 
and  Washington,  D.C.   PSDS  acquisition  costs  at  the  initial 
75  offices  had  reached  $44.5  million  by  February  1971,  an 
increase  of  $14.3  million  over  the  original  estimate. 

We  believed  that  the  predicted  savings  would  not  be 
realized.   Annual  employee  costs,  as  of  October  1970,  for 
authorized  PSDS  positions  had  exceeded  the  Department's 
original  estimate  of  $5.5  million  by  at  least  $14.1  million. 
Increased  costs  also  resulted  from  diversion  of  other  postal 
employees  from  their  regular  duties  to  operate  the  system. 
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Other  annual  operational  costs,  for  such  items  as  supplies 
and  services,  maintenance,  and  amortization  of  equipment, 
had  exceeded  the  Department's  original  estimate  of  $9.1 
million  by  at  least  $7.9  million. 

The  reports  generated  by  PSDS  at  the  time  of  our  review 
were  less  timely,  less  meaningful,  and  less  accurate  than 
reports  available  prior  to  installation  of  PSDS  and  therefore, 
were  less  useful  to  postal  management. 

Despite  the  many  deficiencies  in  the  system,  the  Depart- 
ment continued  expanding  PSDS  to  additional  post  offices. 

We  recommended  that  the  Postmaster  General  (1)  suspend 
the  expansion  program  pending  a  comprehensive  evaluation  and 
cost-benefit  study  of  PSDS  and  (2)  curtail  the  procurement  of 
equipment  and  software  for  the  system  and  keep  operational 
costs  to  a  minimum  pending  the  outcome  of  the  evaluation  and 
study. 

The  Postmaster  General  concurred  generally  with  our 
recommendation  that  further  expansion  of  PSDS  be  suspended 
pending  a  comprehensive  evaluation  and  cost-benefit  study  of 
the  system.   He  stated,  however,  that  expansion  of  PSDS  to 
110  post  offices  would  continue  because  the  equipment  had  been 
purchased  and  the  preparatory  work  at  the  offices  was  under- 
way.  We  believed  that  it  was  neither  a  desirable  nor  a 
judicious  use  of  funds  to  expand  the  system  to  110  offices. 
Future  expansion  of  PSDS,  beyond  the  110  offices,  would  depend 
on  the  outcome  of  a  major  review  of  the  Service's  management 
information  needs  which  was  planned  for  completion  in  late 
1972.   (B-114874,  July  1,  1971) 
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MULTIPLE  POST  OFFICE  BOX  RENTALS 


In  a  report  to  the  Congress,  we  stated  that  many  commer- 
cial firms  receiving  large  volumes  of  mail  had  been  renting 
numerous  post-office  boxes  (multiple  boxes).   Each  box  was 
designated  by  a  firm  as  the  address  to  which  its  customers 
and  other  correspondents  were  to  send  particular  types  of 
business  mail.   In  many  instances  there  was  no  actual  lock- 
box, but  mail  addressed  to  a  box  number  was  sorted  and  placed 
in  a  mail  bag  for  pickup  by  the  addressee.   Boxes  rented 
under  these  circumstances  were  referred  to  as  phantom  boxes. 

The  costs  of  providing  commercial  firms  with  multiple 
and  phantom  boxes  at  80  selected  large  post  offices  exceeded 
the  revenues  by  about  $3.1  million  annually.   These  additional 
costs  primarily  consisted  of  increased  clerical  cost  of  sorting 
a  large  volume  of  mail  sent  to  recipients  with  numerous  post 
office  boxes. 

The  Postmaster  General  advised  us  that  the  box  rental 
policy  would  be  revised  to  recover  the  costs  of  multiple  and 
phantom  box  services.   On  July  1,  1975,  the  Postal  Service 
revised  box  rental  rates  to  cover  the  costs  attributable 
to  such.   The  Service  anticipates  increased  annual  revenues 
of  $40  million.   (B-114874,  July  19,  1971) 
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COST  OF  PROCESSING  BUSINESS  REPLY  MAIL 


Our  report  to  the  Congress  noted  that  the  Congress 
intended  that  fees  charged  for  business  reply  mail  service 
be  adequate  for  recovering  the  cost  of  this  service.   Although 
Postal  Service  costs  had  increased,  the  fees  had  not  been 
changed  since  they  were  established  by  law  in  1958. 

The  Postal  Service  was  not  recovering  the  cost  of  pro- 
viding the  business  reply  mail  service  because  personnel  costs 
had  increased  significantly  from  the  time  the  fees  were  estab- 
lished.  The  average  direct  labor  cost  for  each  piece  of  busi- 
ness reply  mail  exceeded  the  average  fee  by  .9  cent  at  13 
postal  facilities  located  in  seven  cities.   The  Postal 
Service  processed  733  million  pieces  of  business  reply  mail 
during  fiscal  year  1970. 

We  recommended  that  the  Postal  Service  determine  the 
nationwide  cost  of  the  business  reply  mail  service  and  propose 
to  the  Postal  Rate  Commission  appropriate  fee  adjustments  to 
recover  the  costs  of  providing  this  service.   The  Postmaster 
General  stated  that  the  relationship  between  costs  for  a 
postal  service  and  rates  for  that  service  was  a  matter  for 
review  by  the  Postal  Rate  Commission. 

Because  the  Postal  Service  had  not  compiled  information 
on  the  nationwide  costs  of  providing  the  business  reply  mail 
service,  we  believed  that  an  informed  decision  could  not  be 
made  as  to  the  fees  that  are  required  to  recover  the  costs 
of  providing  the  service.   (B-114874,  October  28,  1971) 
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SITE  SELECTION,  CONSTRUCTION, 


AND  MECHANIZATION 


At  the  request  of  Congressman  H.  R.  Gross,  we  reviewed 
the  site  selection  and  contract  awards  for  the  construction 
and  mechanization  of  the  U.S.  Postal  Service's  New  York  Bulk 
and  Foreign  Mail  Facility  located  in  Jersey  City,  New  Jersey. 
Emphasis  was  placed  on  certain  allegations  regarding  cost 
overruns  on  the  construction  contract  and  the  selection  of 
the  property  owned  by  the  Penn  Central  Railroad  as  the  site 
for  the  postal  facility.   We  reported  that: 

— Alternative  properties  were  eliminated  from  consider- 
ation as  potential  sites  for  the  facility  before 
sufficient  data  had  been  obtained  to  form  a  reason- 
able judgment  that  the  property  acquired  was  the  most 
feasible  site  under  consideration. 

The  Service  awarded  a  $4.2  million  contract  for  piling 
without  obtaining  more  soil  condition  information  on  which 
to  base  better  estimates  of  pile  lengths.   When  actual  soil 
conditions  became  known,  additional  piling  was  required, 
increasing  the  contract  price  by  more  than  $2.1  million. 

Sufficient  data  was  not  obtained  to  reasonably  support 
the  Service's  selection  of  the  two  architect  and  engineering 
firms  to  compete  for  the  final  design  contract  for  the  New 
York  facility. 

Had  the  Service  obtained  available  information  on  con- 
struction activities  and  on  the  labor  market  in  the  New  Jersey 
area,  it  could  have  prepared  more  reliable  construction  cost 
estimates  and  more  realistic  construction  time  schedules. 
Total  project  costs  were  originally  estimated  at  $62.3 
million.   The  latest  estimate  is  $130.1  million. 

The  Service  awarded,  on  a  sole-source  noncompetitive 
basis,  an  $8.4  million  contract  for  equipment  critical  to  the 
economical  operation  of  the  facility.   A  preaward  survey  of 
the  contractor's  performance  capability  was  not  made  and  ade- 
quate measures  to  evaluate  the  contract  prices  were  not  taken. 

The  matters  discussed  in  our  report  were  the  subject  of 
extensive  hearings  held  between  October  and  December  1971 
before  the  Subcommittee  on  Postal  Facilities  and  Mail,  House 
Committee  on  Post  Office  and  Civil  Service.   (B-171594, 
October  29,  1971) 
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BASIC  RESEARCH  PROGRAiMS 


In  a  report  to  the  Acting  Assistant  Postmaster  General, 
Research  Department,  U.S.  Postal  Service,  concerning  the 
Service's  research  and  engineering  activities,  we  snowed 
that  there  was  no  agencywide  planning  system  that  set  forth 
goals  and  priorities  for  improving  postal  service  which  could 
be  used  to  determine  the  feasibility  of  proposed  research  and 
development  projects. 

We  concluded  that,  in  the  absence  of  an  integrated, 
agencywide  plan  for  improving  postal  operations  and  a  time- 
table for  implementation,  the  Service's  research  group  had 
no  real  basis  for  evaluating  the  need  for  or  the  priority 
of  projects  proposed  by  the  operating  groups,  research 
personnel,  or  outside  sources.   Further,  we  concluded  that 
operating  without  such  a  plan  was  not  conducive  to  getting 
the  most  out  of  the  research  dollars  being  spent.   In  7 
years,  the  budget  for  research  had  increased  almost  10-fold — 
from  $12  million  in  1966  to  $110  million  in  1972. 

A  Headquarters  Research  Department  official  told  us 
that  certain  organizational  changes  had  occurred  and  that 
the  Research  Department  was  in  a  position  to  require  jus- 
tification, approval,  and  transfer  of  funds  from  operating 
groups  before  a  project  was  initiated.   He  said  that  before 
any  long-range  and  expensive  research  project  was  undertaken, 
a  complete  study  and  evaluation  were  made  of  benefits  to  be 
gained  and  economic  advantages  to  be  achieved.   The  official 
told  us  also  that  consideration  was  being  given  to  inte- 
grating the  project  with  existing  and  planned  mechanization. 
(January  28,  1972) 
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PRIORITY  MAIL  HANDLING  CF  PUBLICATIONS 


Out  report  to  the  Postmaster  General  stated  that  although 
not  authorized  by  law,  the  Postal  Service  traditionally  has 
provided  priority  handling  to  certain  newspapers  and  period- 
icals.  These  publications  receive  priority  handling  for  the 
same  postage  rates  paid  by  publishers  receiving  nonpriority 
service.   About  4.1  billion  of  the  9.4  billion  pieces  of 
second-class  mail  handled  in  fiscal  year  1970  were  given 
priority  handling.   Priority  handling  consists  of  expeditious 
distribution,  dispatch,  transit  handling,  and  processing. 

The  Postal  Service  provided  this  priority  service  to 
mailers  of  some  second-class  matter  without  recovering  the 
additional  costs  incurred.   The  Detroit  Post  Office  incurred 
an  additional  $197,000  in  letter  carrier  costs  to  expedite 
handling  certain  periodicals  during  fiscal  year  1970.   Also, 
we  estimated  that  the  annual  costs  for  clerks  and  mail  hand- 
lers to  prepare  priority  second-class  mail  were  $114,000  at 
the  Washington,  D.C.,  City  Post  Office;  $40,000  at  the  Detroit 
Post  Office;  and  $7,500  at  the  Seattle  Post  Office. 

Because  the  criteria  for  determining  which  publications 
qualified  for  priority  handling  were  vague,  local  post  offices 
were  inconsistent  as  to  which  publications  should  receive 
priority  service. 

The  Postal  Service  advised  us  it  would  review  the  mail 
classification  system,  including  the  services  needed  by  pub- 
lishers, the  costs  of  providing  such  services,  and  the 
appropriate  rates  to  be  charged.   Although  the  Postal  Serv- 
ice stated  that  our  proposals  would  be  considered  in  this 
study,  it  did  not  indicate  that  it  would  implement  the 
recommendations.   (B-114874,  March  23,  1972) 
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REDUCED  POSTAGE  RATES 


FOR  NONPROFIT  ORGANIZATIONS 


In  a  report  to  the  Congress,  we  noted  that  by  law  cer- 
tain types  of  nonprofit  organizations  can  qualify  to  mail 
matter  at  reduced  second-  and  third-class  postage  rates. 
The  reduced  rates  range  from  23  to  60  percent  less  than  the 
regular  rates.   Organizations  such  as  business  leagues, 
citizens'  and  civil  improvement  associations,  and  social 
clubs  are  not  eligible  for  the  reduced  postage  rates. 

Because  the  Post  Office  Department  had  not  been  making 
proper  determinations  of  the  eligibility  of  nonprofit  organ- 
izations for  reduced  rates,  the  Department  had  not  collected 
substantial  revenues  to  which  it  was  entitled.   At  five 
post  offices  we  reviewed,  115  organizations  did  not  qualify 
for  the  reduced  postage  rates.   We  estimated  that  the 
Department  undercharged  these  groups  by  §1.5  million  during 
a  1-year  period. 

The  criteria  used  by  postal  personnel  to  determine  the 
eligibility  of  nonprofit  organizations  for  reduced  postage 
rates  was  inadequate.   Some  organizations,  as  a  result, 
were  granted  nonprofit  mailing  privileges  at  some  post 
offices,  while  the  same  or  similar  organizations  were 
denied  these  privileges  at  other  post  offices.   The  total 
amount  of  lost  revenue  to  the  Postal  Service  could  be 
significant  because  it  delivers  an  estimated  6.1  billion 
pieces  of  nonprofit  mail  nationwide  annually. 

On  May  24,  1971,  the  Postal  Service  issued  new  guide- 
lines for  determining  the  eligibility  of  organizations  for 
the  reduced  third-class  postage  rates.   These  guidelines 
were  also  being  used  for  reviewing  applications  for  the 
reduced  second-class  rates.   (B-114874,  April  4,  1972) 
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EVALUATION  OF  THE  LETTER  MAIL  CODE 


SORT  SYSTEM  PROTOTYPE  IN  CINCINNATI 


The  letter  mail  code  sort  system  is  designed  to  sort 
letters  automatically  by  means  of  a  machine-readable  code 
imprinted  on  the  envelopes.   The  Postal  Service  plans  to 
install  this  system  in  179  strategically  located,  large- 
volume  postal  facilities  by  1978,  at  a  cost  of  about  $7 
million  for  each  facility.   The  Postal  Service  believes 
that  using  the  system  will  reduce  mail-processing  costs  by 
about  $1  billion  a  year. 

We  reviewed  the  operating  and  testing  of  a  prototype 
system  at  the  Cincinnati  Post  Office.   In  a  report  to  the 
Postmaster  General,  copies  of  which  we  sent  to  cognizant 
congressional  committees,  we  noted  that: 

— A  complete  system  had  not  been  installed  or  tested. 

— The  partial  system  was  not  meeting  Postal  Service 
performance  standards. 

--The  partial  system  cost  more  than  the  existing  letter 
mail  sorting  system. 

A  Postal  Service  official  advised  us  that  the  Postal 
Service  recognized  the  need  for  demonstrating  system 
equipment  satisfactorily  before  making  a  major  capital 
investment  and  that  expanding  the  system  had  been  delayed 
pending  this  demonstration.   (B-114874,  November  8,  1972) 
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ANALYSIS  OF  LEASE  V.  PURCHASE  OF 


SOUTH  BOSTON  POSTAL  ANNEX  ADDITION 


In  response  to  a  request  by  Congressman  James  A.  Burke, 
we  reviewed  the  economics  of  a  decision  by  the  Postal  Service 
to  abrogate  an  existing  lease  arrangement  and  acquire  by 
eminent  domain  the  South  Boston  Postal  Annex  Addition  in 
Boston. 

In  our  report  we  stated  that  the  Postal  Service,  in 
determining  that  purchasing  would  be  more  economical  than 
leasing,  did  not  consider  real  estate  taxes  foregone  as  a  cost 
of  ownership  in  the  City  of  Boston.   If  the  Postal  Service 
had  included  real  estate  taxes  foregone,  the  cost  comparison 
would  have  shown  that  continuing  to  lease  was  less  costly 
than  purchasing.   Our  analysis  showed  a  purchasing  advantage 
of  about  $8.4  million  if  real  estate  taxes  were  not  included 
as  a  cost  of  ownership,  and  a  leasing  advantage  of  about  $3.6 
million  if  they  were  included. 

The  Postal  Service  subsequently  changed  its  policy  and 
now  considers  the  effect  of  removing  property  from  local 
tax  rolls,  so  that  its  policy  is  consistent  with  that  of 
other  Federal  agencies.   (B-145650,  December  29,  1972) 
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IMPROVEMENTS  NEEDED  IN  COLLECTION  OF  DATA 
FOR  THE  REVENUE  AND  COST  ANALYSIS  SYSTEM 


Under  its  revenue  and  cost  analysis  system,  the  Postal 
Service  allocates  total  postal  revenues  and  in-office  labor 
costs  to  the  various  classes  of  mail  and  types  of  service. 
This  is  done  on  the  basis  of  a  statistical  sampling  of  revenue 
and  cost  data  at  selected  post  offices.   The  allocated  revenues 
and  costs  are  used  in  assessing  the  adequacy  of  postal  rates 
and  fees.   The  allocations  are  also  used  in  determining 
appropriations  needed  to  cover  costs  of  congressionally 
declared  free  and  reduced-rate  mail. 

We  reported  to  the  Congress  that  participating  post 
offices  were  not  properly  following  the  Postal  Service's 
prescribed  procedures  for  collecting  revenue  and  cost  data 
and,  as  a  result,  were  submitting  erroneous  data.   The  Postal 
Service  believes  that  the  new  effect  of  these  errors  may  be 
minimal  because  of  compensating  errors.   We  recognize  this 
possibility;  on  the  other  hand,  the  important  uses  being 
made  of  this  data  call  for  a  high  level  of  system  integrity 
which  an  be  achieved  only  by  collecting  sampling  data  as 
accurately  as  possible. 

The  Postal  Service  said  that,  in  anticipation  of  our 
recommendations,  it  had: 

— Increased  the  number  of  inspection  visits  to 
participating  post  offices. 

— Developed  additional  training  programs. 

— Made  further  reviews  relating  to  the  reliability 
of  its  estimates.   (B-114874,  February  20,  1973) 
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REVIEW  OF  QUALITY  OF 
MAIL  SERVICE  IN  FLORIDA 


In  a  report  prepared  at  the  request  of  Congressman  Paul  G 
Rogers,  we  concluded  that  mail  service  in  Florida  had  deteri- 
orated and  that  the  problems  affecting  it  were  part  of  a 
nationwide  pattern. 

Mail  volume  in  some  areas,  including  Florida,  increased 
at  a  faster  rate  than  the  Postal  Service  anticipated  during 
calendar  year  1972.   Also,  changes  in  the  mail  distribution 
system  increased  the  workload  at  certain  facilities,  including 
the  Miami,  Orlando,  and  Tampa  post  offices.   At  the  same  time, 
the  number  of  postal  employees  decreased.   Thus,  many  facil- 
ities did  not  have  enough  employees  to  cope  with  increased 
workloads. 

Letter-sorting  machines  scheduled  for  installation  in 
the  Miami  and  Orlando  post  offices  before  Christmas  1972  were 
not  delivered  until  January  1973.   Use  of  existing  letter- 
sorting  machines  in  Florida  post  offices  resulted  in  much 
misdirected  mail  because  of  machine  and  operator  errors. 

Postal  Service  management  acknowledged  chat  the  Service 
did  have  problems.  Regarding  Florida,  the  following  actions 
were  taken  to  improve  service: 

— Local  postal  facilities  were  given  the  authority 
and  funds  to  hire  additional  personnel. 

— Additional  letter-sorting  machines  were  installed. 

— A  new  mechanized  postal  facility  was  scheduled  to 
open  in  March  1973  to  reduce  the  workload  at  other 
facilities. 

— Postal  Service  headquarters  is  closely  monitoring 
Florida  operations.   (B-114874,  May  2,  1973) 
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AIRMAIL  IMPROVEMENT  PROGRAM 


OBJECTIVES  UNREALIZED 


The  objectives  of  the  airmail  improvement  program  are  to 
arrest  and  reverse  the  decline  in  airmail  volume  and  thus  in- 
crease revenues  by  offering  improved  service.   This  was  the 
first  program  for  which  the  Postal  Service  established  over- 
night delivery  standards  between  designated  major  cities. 

We  reported  to  the  Congress  that  the  Service  established 
the  program  without  making  a  market  study  to  determine  whether 
the  program  would  be  economical  and  that,  in  view  of  the  con- 
tinuing decline  in  airmail  volume  and  the  increased  costs 
associated  with  the  improved  service,  we  questioned  whether 
the  program  objectives  will  be  achieved. 

We  recommended  that  the  Service: 

— Reevaluate  the  airmail  improvement  program  to 
determine  if  it  could  be  modified  to  better  meet 
customer  needs  and,  in  turn,  to  increase  partici- 
pation or  if  it  should  be  curtailed. 

— Conduct  adequate  market  studies  before  undertaking 
service  improvement  programs  to  insure  that 
anticipated  additional  revenues  will  be  sufficient 
to  recover  all  costs  associated  with  improving  the 
service. 

The  Service  concurred  in  our  recommendations  and  stated 
it  was  examining  possible  modifications  and  making  surveys 
to  determine  customer  needs.   (B-114874,  August  6,  1973) 
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PHASEOUT  OF  THE  CORPS  OF  ENGINEERS 
FROM  THE  POSTAL  SERVICE  CONSTRUCTION  PROGRAM 


In  a  report  to  the  Chairman,  Committee  on  Post  Office  and 
Civil  Service,  we  discussed  the  impact  of  the  Office  of  Manage- 
ment and  Budget  decision  to  phase  the  Corps  of  Engineers  out  of 
Postal  Service  major  construction  programs  by  June  30,  1974.   We 
stated  that  the  National  Bulk  Mail  System  would  be  60  to  95  per- 
cent complete  as  of  the  June  30  phaseout  date,  and,  as  such, 
would  be  adversely  affected  to  the  extent  that  the  phaseout  would 

— delay  completion  of  the  bulk  mail  system  by  3  to  6 
months  and  result  in  a  loss  of  Postal  Service  pro- 
jected operational  savings  of  $50  to  $100  million, 

— incur  added  costs  from  a  joint  Corps/Postal  Service 
management  effort, 

— disrupt  numerous  equipment  deliveries  to  the  bulk 
mail  facilities,  and 

— necessitate  a  reduction  in  force  for  about  350 
Corps  personnel. 

On  May  30,  1973,  we  outlined  these  findings  in  a  letter 
to  the  Postmaster  General  and  in  a  briefing  to  the  staffs  of 
the  House  Post  Office  and  Civil  Service  Committee  and  the 
House  Subcommittee  on  Postal  Facilities,  Mail,  and  Labor  Man- 
agement.  On  June  28,  1973,  the  Office  of  Management  and 
Budget,  at  the  request  of  the  Postal  Service,  authorized 
extending  the  Corps'  participation  in  the  bulk  mail  system 
until  its  completion.   (B-171594,  October  2,  1973) 
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OBSERVATIONS  ON  THE  PREFERENTIAL  MAIL  SYSTEM 


Our  report  to  the  Chairman,  Senate  Committee  on  Post  Office 
and  Civil  Service,  stated  that  the  economic  justification  for 
the  Preferential  Mail  System  was  based  largely  on  a  contractor's 
study  for  the  Postal  Service  that  analyzed  two  basic  types  of 
mail  processing  equipment  and  two  alternative  letter  mail  proc- 
essing systems. 

Our  evaluation  of  these  analyses  and  of  the  equipment 
performance  showed  that: 

— The  study  overstated  the  economic  advantages  of  the 
new  type  of  equipment  relative  to  the  type  of  equip- 
ment in  use  or  under  development. 

— The  new  type  of  equipment  has  not  yet  been  proven  in 
the  field. 

— The  study  overstated  the  advantages  of  the  Preferential 
Mail  System  network  of  about  180  processing  centers 
relative  to  the  less  expensive  alternative  of  588 
centers,  generally  the  same  as  the  existing  system. 

We  stated  also  that  mail  massing  at  the  180  processing 
centers  as  recommended  by  the  contractor  could  cause  mail 
service  quality  to  deteriorate. 

The  Postal  Service  has  deferred  implementing  the  new 
system  until  the  equipment  has  been  successfully  demon- 
strated.  We  concluded  that,  overall,  the  Postal  Service's 
decision  to  defer  action  on  the  Preferential  Mail  System 
was  appropriate.   (B-114874,  October  30,  1973) 
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PROBLEMS  AFFECTING  MAIL  SERVICE 


AND  IMPROVEMENTS  BEING  MADE 


In  a  report  to  the  Congress,  we  consolidated  and  sum- 
marized our  observations  made  while  responding  to  congres- 
sional requests  from  committees  and  Members  of  Congress  to 
examine  the  quality  of  mail  service  in  various  States. 

The  quality  of  mail  service  deteriorated  in  late  1972 
and  early  1973  as  a  result  of  economy  measures  taken  by 
the  Postal  Service.   Costs  were  reduced  but  at  the  expense 
of  service.   The  measures  taken  included  reductions  of 
collection  and  delivery  services  and  curtailments  of  Satur- 
day window  service.   More  importantly,  however,  the  Postal 
Service  reduced  the  size  of  its  work  force  through  two 
early  retirement  campaigns  and  a  hiring  freeze. 

In  addition  to  the  problems  connected  with  economy 
measures,  mail  service  was  affected  by  sorting  errors, 
unreliable  airline  transportation,  and  local  employee 
morale  problems. 

The  Postal  Service  has  initiated  actions  to  deal  with 
these  problems  and  some  improvement  in  service  has  been 
observed.   (3-114874,  March  20,  1974) 
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MIS5ENT  MAIL— A  CONTRIBUTING 


FACTOR  TO  MAIL  DELAY 


AND  INCREASED  COSTS 


In  a  report  to  the  Congress  we  discussed  the  causes  and 
effects  of  missent  mail.   We  found  that  although  the  high 
productivity  of  letter-sorting  machines  has  helped  the  Serv- 
ice handle  the  increasing  mail  volume,  operator  errors,  and 
careless  handling  of  sorted  mail  have,  to  a  certain  extent, 
defeated  the  objectives  of  mechanization  and  added  to  the 
cost  of  mail  delivery. 

We  made  recommendations  to  the  Postal  Service  aimed  at 
reducing  letter-sorting  machine  errors,  improving  environ- 
mental conditions,  establishing  work  standards,  and  expe- 
diting the  flow  of  missent  mail  to  its  proper  destinations. 
The  Postmaster  General  concurred  with  our  recommendations 
and  the  Postal  Service  has  initiated  corrective  action  on 
many  of  the  problems  discussed  in  the  report.   (3-114874, 
October  22,  1974) 
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OBSERVATIONS  AND  QUESTIONS  ON  THE 

DEVELOPMENT  OF  THE  NEW  NATIONAL 

3ULK  MAIL  SYSTEM 


The  Postal  Service  is  investing  about  SI  billion  in  a 
National  Bulk  Mail  System  (NBMS)  to  improve  service  for 
mailing  parcels,  circulars,  and  other  bulk  mail.   Our  re- 
port to  the  Congress  described  hew  the  system  will  operate, 
the  planning  behind  it,  and  potential  problems  ahead. 

We  observed  that: 

— The  estimate  of  $950  million  to  construct  and  equip 
the  new  system  is  still  reasonably  accurate. 

— Omissions  in  the  initial  estimate  understated  the 
expected  cost  of  the  system,  but  these  were  offset 
by  underruns  in  some  items  as  of  March  1,  1974. 

— The  Postal  Service's  projection  that  the  NBMS  will 
result  in  a  financial  benefit  of  $500  million 
annually  by  1984  may  prove  correct,  but  it  is 
uncertain  because  of  the  uncertainty  of  the 
Service's  future  share  of  the  parcel  delivery 
market  and  future  revenues  and  the  uncertainty 
of  the  accuracy  of  the  Service's  prediction  of 
how  the  new  system  will  affect  its  overall  costs. 

We  recommended  that  the  Postmaster  General  analyze  the 
national  bulk  mail  routing  system  periodically  to  insure 
that  the  most  effective  and  efficient  system  possible  is 
operated. 

The  Postmaster  General  told  GAO  that: 

— The  Postal  Service  plans  to  analyze  the  routing 
system  periodically. 

--The  new  system  will  yield  very  favorable  return 
on  investment  but  the  precise  financial  benefits 
will  not  be  known  until  after  the  system  is  fully 
operational. 

— The  system  will  not  work  against  the  Service's 
ability  to  retain  its  share  of  an  expanding 
parcel  post  market.   (B-114874,  November  1,  1974) 
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Our  report  to  the  Congress  noted  that  in  spite  of  the 
receipt  of  a  Federal  subsidy  of  $1.75  billion,  in  fiscal 
year  1974,  the  Postal  Service  was  forced  to  borrow  $500 
million  to  meet  its  expenses.   Although  postage  rates  have 
increased  Significantly,  the  cost  of  labor  and  fuel  have 
risen  even  faster  and  the  need  to  economize  wherever  pos- 
sible has  become  more  imperative.   Such  financial  problems 
led  GAO  to  reassess  the  pros  and  cons  of  closing  some  third 
and  fourth  class  post  offices. 

Our  review  revealed  that 

--Quality  of  mail  service  given  rural  customers  does 
not  decline  when  small  post  offices  are  closed. 

— About  12,000  small  post  offices  could  be  closed 
with  an  estimated  annual  savings  of  $100  million. 

— The  Postal  Service  has  been  closing  a  limited  number 
of  such  post  offices  but  is  reluctant  to  continue 
due  to  Congressional  concern  and  would  like  to  see 
the  legislation  clarified  before  it  continues  to  do 
so . 

Our  recommendations  to  the  Postmaster  General  included 
the  provision  of  more  information  to  rural  customers  re- 
garding services  to  be  available  after  the  closing  of  a 
post  office  and  assurance  to  such  customers  that  the  full 
range  of  services  available  is  being  provided.   In  response 
to  our  report,  on  November  20,  1975,  the  Postmaster  General 
announced  a  new  post  office  discontinuance  policy  as  part 
of  a  stringent  cost  control  program.   Under  the  new  policy, 
many  small  offices  will  be  considered  individually  for 
closing,  including,  for  the  first  time,  offices  where  a 
postmaster  is  presently  assigned.   Offices  will  be  closed 
only  when  the  alternative  form  of  service  is  equivalent 
to  or  an  lmorovement  over  that  formerly  Drovided.  (8-114874, 
GGD-75-87,  June  4,  1975) 
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•  SYSTEM  FOR  MEASURING  MAIL 


DELIVERY  FERFORMANCE-ITS 


ACCURACY  AND  LIMITS 


In  a  report  to  the  Congress,  we  evaluated  the  Origin- 
Destination  information  System,  (ODIS) — a  system  used  by  the 
Postal  Service  to  judge  how  well  it  meets  standards  for 
first-class  mail  delivery. 

We  indicated  that  this  system  shows,  on  a  nationwide 
basis,  that  95  percent  of  local  first-class  mail  receives 
overnight  delivery.   However,  it  concluded  that  although 
this  statistic  can  be  considered  reliable,  it  is  based 
only  on  stamped  mail  which  accounts  for  40  percent  of  first- 
class  mail. 

Our  report  also  pointed  out  some  weaknesses  in  the 
Origin-Destination  Information  System  which  make  local 
overnight  delivery  performance  statistics  less  reliable 
than  the  nationwide  statistics.  Some  of  these  are: 

— The  System  can  be  manipulated  at  the  local  level. 

— The  System  has  a  flaw  resulting  from  dual  purpose 
measurement  of  mail  delivery  performance  and  volume. 

— Inadequately  trained  clerks  who  make  data-recording 
errors. 

The  report  concluded  that  the  relatively  small  amounts 
of  erroneously  recorded  and  lost  data  did  not  greatly  affect 
nationwide  statistics.   However,  improving  the  data  accuracy 
and  decreasing  data  loss  would  improve  the  reliability  of 
local  performance  statistics. 

We  recommended  ways  for  improving  both  the  public 
conception  of  mail  delivery  performance  statistics  and 
the  reliability  and  accuracy  of  local  delivery  performance. 

The  Service  concurred  with  our  recommendations  and 
has  initiated  corrective  actions  in  response  to  many  of 
our  recommendations.   They  have  agreed  to: 

— make  clear  and  specific  the  public  announcements 
about  what  the  mail  delivery  performance  statistics 

represent ; 
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-reemphasize  their  policy  of  limiting  notice  of  ODIS 
tests  to  those  personnel  who  need  to  be  informed 
in  order  to  conduct  the  tests  properly; 

-review  the  uses  mace  of  ODIS  information,  the  degree 
of  accuracy  and  reliability  required  and  the  relative 
priority  of  these  various  uses; 

-actively  explore  the  extension  of  the  cadre  system 
to  additional  offices; 

-develop  an  audio-visual  program  to  provide  better 
training  for  ODIS  data  collection  clerks;  and 

-initiate  a  study  to  evaluate  the  Optical  Character 
Reader's  error  message  printouts  to  determine  the 
types  of  data  lost  and  possible  corrective  action 
to  minimize  such  losses.   (3-114874,  GGD-75-109, 
October  17,  1975) 
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FEDERAL  AGENCIES  COULD  DO 


MORE  TO  ECONOMIZE  ON  MAILING  COSTS 


In  a  report  to  the  Chairman,  Committee  on  Post  Office 
and  Civil  Service,  we  concluded  that  Federal  agencies  could 
save  millions  of  dollars  by  economizing  in  their  mailing 
practices.   These  savings  could  be  achieved  by  using: 

— less  expensive  classes  of  mail  service, 

— special  mail  services  such  as  special  delivery, 
insured,  and  certified  mail,  only  when  warranted, 
and 

— letter-size  envelopes  instead  of  the  more  costly 
"flats"  or  large  size  envelopes. 

Prior  to  the  Postal  Reorganization  Act  of  1970,  postal 
deficits  were  covered  by  appropriations  from  the  U.S. 
Treasury.   Federal  agencies  were  not  required  to  pay  their 
fair  share  of  mailing  costs  and  as  a  result,  the  mailing 
practices  of  the  agencies  received  little  or  no  attention 
from  management. 

Since  the  reorganization,  the  Postal  Service  is 
striving  to  be  a  self-sustaining  enterprise,  it  has  adopted 
more  accurate  methods  of  determining  Federal  agencies' 
mailing  costs.   These  new  methods  have  resulted  in  higher 
mailing  costs  to  agencies  and  increase  managements'  aware- 
ness of  the  potential  for  savings  through  proper  control 
of  mailing  practices. 

Officials  of  the  National  Archives  and  Records  Service 
of  the  General  Services  Administration  who  are  responsible 
for  setting  records  management  standards  and  controls  over 
paperwork  (including  mail)  concurred  with  the  recommenda- 
tions made  in  our  report.   To  take  corrective  action  and 
improve  agency  mailing  practices,  the  National  Archives 
and  Record  Service  agreed  to: 

--Revise  its  Government-wide  mailing  instructions 
to  provide  clear  guidance  on  the  circumstance  under 
which  each  class  of  mail  or  special  mail  service  should 
be  used. 
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—Expand  its  records  managemenc  program  evaluations 
to  see  that  Federal  agencies  are  (1)  moving  mail 
most  economically,  and  (2)  providing  training 
to  show  mail  users  how  to  reduce  mailina  costs. 
(B-114874,  August  25,  1975) 
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QUALITY  OF  MAIL  SERVICE 
IN  NEW  MEXICO 


In  response  to  a  request  from  the  Chairman,  Subcom- 
mittee on  Treasury,  Postal  Service,  and  General  Government, 
Senate  Committee  on  Appropriations,  we  reviewed  the  quality 
of  mail  service  in  New  Mexico. 

In  our  report  we  stated  that  first-class  mail  delivery 
performance  for  New  Mexico  generally  did  not  meet  the  Postal 
Service's  goal  of  95  percent  on-time  delivery.   The  mail 
delivery  performance  did,  however,  exceed  that  of  the 
Western  Region  and  the  Nation.   We  also  noted  that  there 
were  problems  with  mail  delivery  performance  concerning 
mail  destined  for  New  Mexico  from  2-  and  3-day  areas.   On- 
time  delivery  percentages  for  this  mail  were  almost  always 
below  95  percent  and  generally  below  regional  and  National 
performance. 

The  Postal  Service  has  taken  or  proposed  steps  to 
improve  mail  service  in  New  Mexico.   These  include: 

— increased  mechanization  and  proposed  staffing 
changes  at  the  Albuquerque  State  distribution 
center  to  facilitate  processing  all  mail  on  the 
day  received, 

— changed  responsibility  so  that  the  destination 
office  is  responsible  for  improving  delivery  per- 
formance on  mail  received  from  2-  and  3-  day  areas, 

— increased  monitoring  of  missent  mail,  and 

— appointment  of  a  quality  control  officer  at  the 
Albuquerque  sectional  center  to  upgrade  the  quality 
control  program.   (B-114874,  November  4,  1975) 
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CHRONOLOGY  OF 

GENERAL  ACCOUNTING  OFFICE  TESTIMONY 

ON  POSTAL  SERVICE  OPERATIONS 

BEFORE 

SENATE  AND  HOUSE  COMMITTEES 
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January  28,  1976 

Statement  of  Deputy  Director,  General  Government  Division 
before  the  Committee  on  Post  Office  and  Civil  Service, 
United  States  Senate,  on  financial  status  of  the  United 
States  Postal  Service. 

September  23,  1975 

Statement  of  Director,  General  Government  Division, 
before  the  Subcommittees  on  Postal  Service  and  Postal 
Facilities,  Mail,  and  Labor  Management,  Post  Office 
and  Civil  Service  Committee,  United  States  House  of 
Representatives,  on  savings  available  in  postal 
operations  in  rural  America. 

March  20,  1975 

Statement  of  the  Comptroller  General  of  the  United  States, 
before  the  Committee  on  Post  Office  and  Civil  Service, 
House  of  Representatives,  on  GAO  reviews  of  Postal 
Service,  Postal  Rate  Commission,  and  the  Federal 
Civilian  Work  Force. 

August  12,  1974 

Statement  of  Director,  General  Government  Division, 
before  the  Subcommittee  on  Postal  Facilities,  Mail, 
and  Labor  Management,  Post  Office  and  Civil  Service 
Committee,  United  States  House  of  Representatives,  on 
procurement  and  contracting  activities  of  the  United 
States  Postal  Service. 

April  30,  1974 

Statement  of  Director,  General  Government  Division, 
before  the  Subcommittee  on  Postal  Facilities,  Mail, 
and  Labor  Management,  Post  Office  and  Civil  Service 
Committee,  United  States  House  of  Representatives, 
on  the  modernization  efforts  of  the  United  States 
Postal  Service. 
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July  26,  1973 


Statement  of  the  Comptroller  General  of  the  United  States 
before  the  Committee  on  Post  Office  and  Civil  Service, 
United  States  Senate,  on  operation  of  the  United  States 
Postal  Service. 


March  18,  1971 


Statement  of  the  Comptroller  General  of  the  United  States 
before  the  Committee  on  Post  Office  and  Civil  Service, 
House  of  Representatives,  on  GAO ' s  relationship  with 
the  new  Postal  Service. 
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March  1976 


Congressional  Budget  Office 
Washington,  D.C.   20515 
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PREFACE 


Financing  Postal  Operations:   Alternative  Approaches  and 
Their  Budgetary  Implications  provides  background  information 
and  analysis  on  the  issue  of  postal  finances.   This  paper 
provides  documentation  supporting  the  material  on  postal 
operations  in  CBO's  report,  Budget  Options  for  Fiscal  Year 
1977.   The  paper  was  prepared  by  Edward  H.  Chase  and 
Donald  G.  Deloney  of  CBO's  Management  Programs  Division  under 
the  direction  of  Howard  M.  Messner  and  Seymour  D.  Greenstone. 
The  long-range  projections  included  in  the  paper  were  prepared 
by  the  U.S.  Postal  Service  based  on  assumptions  provided  by 
the  Congressional  Budget  Office. 


Alice  M.  Rivlin 
Director 

March    .  1976 


(i) 


119 


SUMMARY 


Background 

The  United  States  Postal  Service  was  created  as  an 
"independent  establishment"  of  the  executive  branch  by  the 
Postal  Reorganization  Act  of  197  0.   The  intent  of  the 
legislation  was  to  provide  a  "business-like"  environment 
for  postal  operations  in  which  postal  officials  could  improve 
the  quality  and  scope  of  service  while  achieving  financial 
self-sufficiency  over  a  period  of  years. 


Financial  History  of  the  U.S.  Postal  Service 

The  financial  ledger  of  the  Postal  Service  has  shown  an 
operating  deficit  in  each  of  its  five  years  of  operation;  i.e., 
expenses  exceeded  income  (revenues  and  other  income  and 
appropriations) .   The  amount  of  the  deficit  has  grown  rapidly, 
increasing  from  $175  million  in  fiscal  year  1972,  its  first 
year  of  operation,  to  an  estimated  $1.3  billion  in  fiscal  year 
1976.   The  accumulated  deficit  at  the  end  of  1976  will  be 
almost  $3  billion.   During  this  period  Congressional  appro- 
priations have  averaged  $1.5  billion  a  year. 

Basically,  this  situation  is  the  result  of  a  rapid 
growth  in  operating  costs  during  a  time  when  anticipated 
growth  in  mail  volume  and  revenue  did  not  materialize.   If 
the  current  system  for  financing  postal  operations  provided 
by  the  Postal  Reorganization  Act  remains  unchanged,  the 
Postal  Service  projects  increases  in  the  first  class  postage 
rate  to  21  cents  by  1981. 

Financing  Options  and  Their  Budgetary  Implications 

It  is  difficult  to  discuss  financing  alternatives  without 
examining  the  differing  policy  positions  that  became  manifest 
before  Congress  enacted  the  Postal  Reorganization  Act  of  1970. 
Debate  still  continues  on  the  "public  service"  vis-a-vis  the 
"business"  aspects  of  postal  operations  and  alternative  cost 
allocations  between  taxpayers  and  mailers.   Each  of  the 
following  options  depicts  both  the  budgetary  implications  and 
the  cost  of  first  class  postage  for  a  different  financial 
approach: 
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Option 


Appropriations8 
(Billions  of  dollars,  fiscal  years) 

,  Total 

1977   1978   1979   1980   1981   1977-81 


A.   The  current  system   1.7    1.6    1.5   1.3 


1.2 


Alternative  1 — 
eliminate  the 
accumulated 
deficit  with 
Congressional 
appropriations 

Alternative  2— 
increase 
dependence  on 
Congressional 
appropriations" 


Same  levels  as  above  plus 
$3.4  billion  to  eliminate 
projected  deficit  at  end 
of  the  transition  quarter 


7.3 


1st  Class  Postage 
(Cents,  fiscal  years) 

1977   1978   1979   1980 

1981 

17    17     19     19 

21 

Held  to  13 


Source:   Cost  data  for  the  options  were  provided  by  the  O.S.  Postal  Service. 

a.  Appropriations  for  nonfunded  liabilities  are  not  included. 

b.  The  appropriation  lavels  do  not  include  any  amounts  to  reduce  or  eliminate  the  accumulated 
deficit. 


Option  A:   The  Current.  System — Continue  Present  Financing 
Arrangements 

This  option  would  continue  the  financing  arrangements 
provided  by  the  Postal  Reorganization  Act  of  1970,  and  would 
include  recovery  of  the  current  accumulated  deficit  through 
rate  increases. 

Option  B;   Eliminate  the  Deficit  with  Congressional 
Appropriation 

One  possible  alternative  would-be  a  variation  of  the 
current  financing  approach.   It  would  involve  "wiping  the 
slate  clean"  by  a  one-time  appropriation  to  eliminate  the 
present  accumulated  deficit.   This  alternative  would  preclude 
the  need  for  an  allowance  in  future  postage  rates  to  recover 
the  present  deficit.   The  subsidy  appropriations  would  continue 
as  presently  provided. 

Option  C:   Increase  Dependence  on  Congressional  Appropriations 

This  alternative  would  require  a  basic  change  in  policy 
under  which  Congress  would  shift  a  larger  proportion  of  the 
cost  burden  of  postal  operations  from  the  mailers  to  the 
general  taxpayers.   The  increased  appropriations  would  permit 
stabilization  of  first  class  and  other  postage  rates  at  their 
current  levels. 
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\   Word  About  Cost  Reductions 

While  significant  savings  could  be  realized  by  major 
:ost  reductions  in  postal  operations,  such  savings  would 
iot  be  sufficient  by  themselves  to  eliminate  the  need  for 
rate  increases.   However,  these  cost  reductions  could  help 
Lessen  the  financial  burden  on  postal  operations.   Institu- 
tion of  some  of  them  would  be  highly  unpopular;  others  would 
require  change  in  iaw,  union  contract,  or  regulation.   Four 
possible  areas  for  cost  reduction  could  produce  as  much  as 
?810  million  annually  in  savings:   (1)  reduce  delivery 
service  in  remote  areas  from  six  to  two  days  per  week 
($400  million) ;  (2)  eliminate  Saturday  deliveries  ($250 
tiillion)  ;  (3)  close  small  post  offices  ($130  million);  and 
(4)  consolidate  or  close  some  larger  post  offices  ($30 
tiillion)  . 
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CHAPTER  I 
INTRODUCTION 


The  United  States  Postal  Service  was  created  as  an 
"independent  establishment"  of  the  executive  branch  by  the 
Postal  Reorganization  Act  of  1970  (Public  Law  91-375) .   The 
intent  of  the  legislation  was  to  provide  a  "business-like" 
environment  for  postal  operations  in  which  postal  officials 
could  improve  the  quality  and  scope  of  service  while  achiev- 
ing financial  self-sufficiency  over  a  period  of  years. 

The  events  leading  to  the  reorganization  establishing 
the  Postal  Service  can  be  traced  to  late  1966  when  an  un- 
precedented log-jam  of  mail  occurred  within  the  postal  system. 
The  situation  took  months  to  untangle.   Top  management  con- 
cluded that  substantial  corrective  action  was  needed  to 
prevent  repetition  of  such  breakdowns  which  could  potentially 
cripple  mail  service  nationwide  and  bring  extreme  hardship 
to  businesses  and  individuals  dependent  upon  the  mails.   In 
April,  1967,  Postmaster  General  Lawrence  F.  O'Brien  suggested 
reorganization  of  the  Post  Office  Department  into  a  government 
corporation  to  permit  it  to  improve  management  capability, 
modernize  antiquated  facilities,  and  allow  postal  rates  to 
keep  pace  with  cost  increases. 

Shortly  after  Postmaster  General  O'Brien  made  his  recom- 
mendation, President  Johnson  appointed  a  commission,  headed 
by  Frederick  R.  Kappel,  former  board  chairman  of  American 
Telephone  and  Telegraph  Company,  to  develop  recommendations 
for  improving  the  operation  of  the  Post  Office  Department. 
In  June,  1968,  the  commission  issued  its  report  strongly 
recommending  that  the  Post  Office  be  reorganized  to  allow  for 
a  more  business-like  operation.   Although  it  was  to  be  two 
years  before  postal  reform  legislation  was  enacted,  most  of 
the  commission's  recommendations  were  adopted. 

The  goal  of  financial  self-sufficiency  was  set  forth 
in  Section  3621  of  the  Postal  Reorganization  Act  of  1970: 
"Postal  rates  and  fees  shall  provide  sufficient  revenues  so 
that  the  total  estimated  income  and  appropriations  to  the 
Postal  Service  will  equal  as  nearly  as  practicable  total 
estimated  costs  of  the  Postal  Service."   The  act  also  estab- 
lished the  formula  for  determining  the  amount  of  subsidy 
(appropriation)  that  was  to  be  provided  the  Postal  Service, 
and  authorized  certain  activities  allowing  the  Postal  Service 
to  operate  in  a  business-like  manner.   These  included 
collective  bargaining  and  the  authority  to  borrow  money  and 
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issue  and  sell  obligations.   These  obligations  could  be  used 
for  both  capital  investment  and  operating  expenses. 

This  status  report  will  provide  a  brief  review  of  the 
financial  operations  of  the  Postal  Service.  It  will  focus 
on: 

•  some  salient  characteristics  of  postal  finance  in 
the  United  States; 

•  operation  of  the  Postal  Service  since  the  1970 
reorganization; 

•  the  outlook  for  the  future;  and 

•  various  alternatives  for  financing  postal  operations 
and  their  budgetary  implications. 
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CHAPTER  II 
THE  NATURE  OF  POSTAL  FINANCES 


Postal  Revenue  and  Expenses 

The  Postal  Service  currently  handles  approximately 
90  billion  pieces  of  mail  per  year,  or  418  pieces  for  every 
person  in  the  United  States.   Approximately  three-quarters 
of  the  mail  is  originated  by  businesses.   Almost  84  percent 
of  the  Postal  Service's  total  revenue  comes  from  postage  and 
certain  other  fees.   Appropriations  constitute  15  percent  of 
total  revenue,  with  investment  income  providing  the  remainder 
First  class  and  air  mail  represent  more  than  half  of  the  mail 
volume  and  almost  half  of  the  total  revenue. 


Table  I 

Revenue  and  Mail  Volume  by  Class  of  Mail 
(Fiscal  Year  1974) 


Source  of  Revenue 


1st  Class  and  Air  Mail 

3rd  Class  Mail 

4th  Class  Mail 

Government  Mail 

Priority  Mail 

International  Mail 

2nd  Class  Mail 

Controlled  Circulation  Mail 

Special  Services  and  Other  Income 

Total  Mail  Receipts 

Appropriations 
Investment  Income 

Total  100.0         100.0 


Percent  of 

Portion  of 

Mail  Volume 

Revenue  Dollar 

(Cents) 

58.8 

48.9 

25.0 

11.3 

1.0 

6.7 

3.5 

4.4 

.2 

3.7 

1.0 

3.2 

9.8 

1.9 

.7 

.4 

*~ 

3.3 

(100.0) 

(83.8) 

— 

15.3 

— — 

.9 

Source:   U.S.  Postal  Service;  testimony  before  Postal  Rate 
Commission  (1975) . 


Personnel  compensation  and  benefits  totaled  $11.2  billion 
in  fiscal  year  1975#  representing  approximately  88  percent  of 
the  Postal  Service's  total  operating  expenses.   The  next 
largest  expense  was  transportation  costs,  amounting  to  almost 
$1  billion  in  fiscal  year  1975,  or  over  7  percent  of  total 
operating  expenses. 

(3) 
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Congressional  Appropriations 

The  Postal  Service  receives  subsidies  to  support  its 
operation  through  Congressional  appropriations.   Two 
principal  types  of  subsidies  currently  are  appropriated: 
reimbursements  for  "public  service"  costs  and  reimbursement 
for  "revenue  lost  or  foregone."   In  addition,  the  Postal 
Service  is  authorized  transitional  appropriations,  which 
have  been  requested  to  meet  the  liabilities  of  the  former 
Post  Office  Department  to  the  employees'  compensation  fund 
and  to  postal  employees  for  earned  and  unused  annual  leave 
as  of  June  30,  1971. 


Public  Service  Reimbursements 

This  subsidy  is  for  operating  post  offices  which  are  not 
self-sustaining,  primarily  in  small  or  rural  communities. 
The  amount  of  the  "public  service"  subsidy  is  established  in 
the  Postal  Reorganization  Act  as  a  percentage  of  the  sum 
appropriated  to  the  predecessor  Post  Office  Department  in 
fiscal  year  1971.   For  fiscal  years  1972  through  1979,  it  is 
10  percent  of  the  fiscal  year  1971  appropriation  ($920  million) 
for  fiscal  years  1980  through  1984  the  subsidy  decreases  by 
one  percentage  point  each  year.   The  subsidy  runs  through 
fiscal  year  1984,  at  which  time  the  act  requires  a  determina- 
tion by  the  Postal  Service  regarding  further  reduction  in  the 
subsidy. 


Revenue  Lost  or  Foregone  Reimbursements 

Under  the  provisions  of  the  Postal  Reorganization  Act, 
rate  increases  applicable  to  certain  classes  of  mailers  will 
be  "phased"  over  a  number  of  years  to  minimize  the  economic 
impact  of  the  increases.   Mailers  covered  by  these  provisions 
include  newspaper  and  magazine  publishers;  shippers  of  books, 
records,  and  certain  other  fourth  class  mailers;  and  nonprofit 
organizations.   Phasing  will  be  continued  until  1981  (1987 
for  nonprofit  organizations,  in-county  publications,  and 
certain  other  types  of  mail) .   The  act  also  provides  for  free 
mail  for  some  mailers,  such  as  blind  or  handicapped  persons. 

The  appropriation  reimburses  the  Postal  Service  for 
revenue  lost  as  a  result  of  providing  service  at  the  free 
or  reduced  rates.   The  amount  of  the  appropriation  is  the 
difference  between  the  revenue  received  at  the  free  or 
reduced  rates  and  that  which  would  have  been  received  at  the 
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full  rate.    The  total  appropriation  for  this  category  was 
$613  million  in  fiscal  year  1975. 


Borrowing  Authority 

The  Postal  Reorganization  Act  authorizes  the  Postal 
Service  to  borrow  money  and  issue  and  sell  obligations.   The 
act  sets  a  limit  of  $10  billion  on  the  aggregate  amount  of 
such  obligations.   It  also  limits  the  net  annual  increase  in 
the  amount  of  obligations  outstanding  to  $1.5  billion  for 
capital  improvements  and  $500  million  for  operating  expenses 


1.   Under  the  provisions  of  the  act,  the  mail  subsidy  for 
blind  and  handicapped  persons  will  continue  in  perpetuity. 
It  will  also  continue  for  that  portion  of  the  subsidy  for 
in-county  publications,  library  and  classroom  material,  and 
nonprofit  organizations  which  covers  their  share  of  the 
Postal  Service's  "institutional"  costs. 
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CHAPTER  III 
OPERATION  OF  THE  POSTAL  SERVICE  SINCE  REORGANIZATION 


The  financial  ledger  of  the  Postal  Service  has  shown  an 
operating  deficit  in  each  of  its  five  years  of  operation. 
The  amount  of  the  deficit  has  grown  rapidly,  increasing  from 
$175  million  in  fiscal  year  1972 ,  its  first  year  of  operation 
to  an  estimated  $1.3  billion  in  fiscal  year  1976.   The  accumu- 
lated deficit  at  the  end  of  fiscal  year  1976  will  be  $2.9 
billion.   Basically,  this  situation  is  the  result  of  a  rapid 
growth  in  operating  costs  during  a  time  when  anticipated 
growth  in  mail  volume  and  revenue  did  not  materialize. 


FINANCIAL  HISTORY  OP  THE  U.S.  POSTAL  SERVICE,  FISCAL  YEARS  1972-1976 
(Millions  of  dollars,  unless  otherwise  indicated;  fiscal  years) 


Expenses 

Less:   Revenue  and  Other  Income 
Accrued  Net  Expenses 

Less:   Appropriations* 
Net  Income  or  Loss 
Accumulated  Deficit 


1972 

1973 

1974 

1975 

1976  (Est.) 
(Billions) 

9,530 

9,853 

11,215 

12,671 

14.2 

7,993 

8,463 

9,140 

10,149 

11.3 

1,537 

1,390 

2,075 

2,522 

2.9 

1,361 

1,377 

1,637 

1,533 

1.6 

-175 

-13 

-438 

-989 

-1.3 

-175 

-188 

-627 

-1,616 

-2.9 

Source:   U.S.  Postal  Service. 

a.   Does  not  include  appropriation  for  nonfunded  liabilities. 


Increased  Costs 

As  previously  indicated,  personnel  compensation  and 
benefits  constitute  the  major  element  of  the  Postal  Service's 
operating  budget.   Under  the  1970  Postal  Reorganization  Act, 
compensation  and  benefits  are  to  be  maintained  "on  a  standard 
of  comparability  to  the  compensation  and  benefits  paid  for 
comparable  levels  of  work  in  the  private  sector  of  the 
economy."   The  collective  bargaining  process  is  used  for 
most  employees. 

During  the  period  from  fiscal  year  1971  to  fiscal  year 
1975,  personnel  compensation  (including  benefits)  increased 
$3.8  billion,  from  $7.4  billion  to  $11.2  billion  (51.4 
percent) .   The  cost  per  manyear  during  this  four-year  period 
increased  46  percent  compared  to  a  32  percent  increase  in  the 
Consumer  Price  Index  (CPI)  during  the  same  period. 
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Personnel  costs  will  continue  to  increase  during  the 
period  covered  by  the  current  labor  agreement  with  the  postal 
unions,  which  is  effective  from  July  21,  1975,  through 
July  20,  1978.   This  agreement  provides  for  fixed-dollar 
increases  each  year  (approximately  12  percent  over  the  three- 
year  period)  plus  a  cost-of-living  adjustment  based  on  the 
CPI,  an  operating  reality  for  the  Postal  Service  for  this 
period. 


Mail  Volume 

Postal  Service  earnings  are  dependent  on  two  factors — 
mail  volume  and  postal  rates.   An  increase  in  either  should 
result  in  additional  revenue.   At  the  time  of  the  1968 
Kappel  Commission  report,  mail  volume  had  been  increasing 
at  an  annual  average  of  3  to  4  percent.   Mail  volume, 
however,  is  sensitive  to  economic  conditions  (three-fourths 
being  originated  by  businesses)  and,  in  the  short  run,  to 
postal  rate  increases.   In  the  1970s  the  economic  downturn 
and  the  rate  increases  slowed  volume  growth  and  made  accurate 
volume  forecasting  more  difficult. 

During  the  year  after  the  first  Postal  Service  rate 
increase  in  May,  1971,  volume  increased  only  two-tenths  of 
a  percent.   It  increased  2.9  percent  in  fiscal  year  1973, 
but  experienced  little  growth  during  the  next  year  when  the 
rate  was  increased  again.   In  fiscal  year  1975  there  was  a 
decrease  in  mail  volume.   The  significance  of  the  situation 
is  that  revenue  has  been  over-estimated  when  projecting 
postal  rate  requirements  in  each  of  the  first  four  years  of 
the  Postal  Service's  existence.   Thus,  the  Postal  Service 
experienced  a  $474  million  shortfall  in  revenues  during  the 
period. 
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Table  III 

CHANGES  IN  MAIL  VOLUME 
Fiscal  Years  1965-1975 

Year  Volume  Percentage  Change 

(millions  of  pieces) 

1965  71,873 

1966  75,607  5.2 

1967  79,165  4.7 

1968  79,800  0.8 

1969  82,005  2.8 

1970  84,882  '.■  3.5 

1971  86,983  2.5 

1972  87,156  0.2 

1973  89,683  2.9 

1974  90,098  0.5 

1975  89,266  -0.9 


Sources:   Budget  of  the  United  States  for  fiscal  years  1965-1974 
United  States  Postal  Service  for  fiscal  year  1975. 
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CHAPTER  IV 
OUTLOOK  FOR  THE  FUTURE 


The  following  table  provides  a  summary  of  key  postal 
data  for  fiscal  years  1977-1981,  as  projected  by  the  Postal 
Service. 


Table  IV 

KEY 

POSTAL  PROJECTIONS8 
(Fiscal  Years) 

1977 

1978 

1979 

1980 

1981 

Expenses  (dollars) 

15.2 

16.0 

17.0 

18.1 

19.3 

Less:   Revenue  and  Other  Income 

14.0 

14.8 

16.3 

16.6 

18.4 

Accrued  Net  Expenses 

1.2 

1.2 

.7 

1.5 

.9 

Less:   Appropriations" 

1.7 

1.6 

1.5 

1.3 

1.2 

Net  Income  or  Loss 

.5 

.4 

.8 

(.1) 

.3 

Accumulated  Deficit0 

2.9 

2.6 

1.8 

1.9 

1.5 

Mail  Volume  (billions  of  pieces) 

86.9 

81.7 

81.8 

83.3 

84.5 

Man-years  (in  thousands) 

664 

652 

648 

648 

650 

Cost  of  1st  Class  Stamp  (cents) 

17 

(April) 

17 

19 
(October) 

19 

21 
(October) 

a.  Data  are  dollars  in  billions,  unless  otherwise  specified. 

b.  Does  not  include  appropriations  for  nonfunded  liabilities. 

c.  Numbers  may  not  add  due  to  rounding.   Accumulated  deficit  at  the  end  of  the  transition 
quarter  is  $3.4  billion.        i 


These  projections  were  based  on  the  following  assumptions: 

•  Appropriations  will  remain  at  the  levels  provided 
under  current  law. 

•  There  will  be  no  major  changes  in  service  levels. 

•  Personnel  compensation  for  fiscal  years  1977  and 
1978  is  based  on  the  provisions  of  the  current  labor 
contract;  for  fiscal  years  1979-1981  it  increases  at 

a  rate  equal  to  one  percent  greater  than  the  projected 
increase  in  the  CPI. 

•  The  increase  in  the  CPI  will  average  5.5  percent  per 
year  from  fiscal  years  1977-1981. 
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10 

&      There  will  be  no  major  cost  reduction  or  productivity 
gains. 

o      Postal  rates  will  be  set  at  a  level  that  will  recover 
the  accumulated  deficit  by  1984 . 
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CHAPTER  V 
FINANCING  POSTAL  OPEPATIONS — 
THE  CURRENT  SYSTEM  AND  SOME  ALTERNATIVES 


Basis  for  Developing  Alternatives 

It  is  difficult  to  discuss  financing  alternatives 
without  examining  the  differing  policy  positions  that  became 
manifest  before  Congress  enacted  the  Postal  Reorganization 
Act  of  1970.   Debate  still  continues  on  the  "public  service" 
vis-a-vis  the  "business"  aspects  of  postal  operations  and 
alternative  cost  allocations  between  taxpayers  and  mailers. 

Under  the  Congressionally  mandated  goal  of  self- 
sufficiency,  the  Postal  Service  is  required  by  law  to  operate 
with  rates  which  will  cover  expenses  in  excess  of  subsidies. 
Other  countries  pay  higher  rates:   West  Germany  has  a  19 
cent  first  class  stamp;  Sweden,  a  20  cent;  and  the  Netherlands, 
a  19  cent  stamp.   In  the  United  States  recent  economic 
pressures,  adversely  affecting  mailers,  the  Postal  Service, 
and  taxpayers,  have  resulted  in  renewed  demands  for  Congress 
to  hold  down  postage  rates  by  increasing  subsidies.   Congress 
is  being  asked  to  reconsider  the  arguments  on  financing 
postal  operations.   The  discussion  of  alternatives  in  this 
paper  is  limited  to  their  budgetary  implications  and  their 
impact  on  the  first  class  postage  rate. 


The  Current  System — 
Continue  Present  Financing  Arrangements 

If  the  basic  system  for  financing  postal  operations 
provided  by  the  Postal  Reorganization  Act  remains  unchanged, 
the  Postal  Service  projects  increases  in  the  first  class 
postage  rate  to  17  cents  in  fiscal  year  1977,  19  cents  in 
fiscal  year  1979,  and  21  cents  in  fiscal  year  1981.   These 
projections  are  based  on  the  provisions  of  the  current  labor 
agreement  and  an  average  annual  inflation  rate  of  5.5  percent. 
These  rates  also  include  an  allowance  for  recovering  the 
accumulated  deficit.   Congressional  appropriations  (as  provided 
by  current  law)  would  be: 

Fiscal  Year  1977  $1.7  billion 

Fiscal  Year  1978  $1.6  billion 

Fiscal  Year  1979  $1.5  billion 

Fiscal  Year  1980  $1.3  billion 

Fiscal  Year  1981  $1.2  billion 


(ID 
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Alternative  1 — 
Eliminate  the  Deficit  with  Congressional  Appropriation 

One  possible  alternative  is  a  variation  of  the  current 
financing  approach.   It  would  involve  "wiping  the  slate  clean" 
by  a  one-time  appropriation  of  $3.4  billion  to  eliminate  the 
accumulated  deficit. 

This  alternative  v/ould  preclude  the  need  for  an  allowance 
in  future  postage  rates  to  recover  the  accumulated  deficit. 
Under  this  approach  the  cost  of  a  first  class  stamp  would 
reach  21  cents  by  fiscal  year  1981,  the  same  as  the  current 
system  approach.   However,  the  first  class  postage  rates  in 
effect  during  fiscal  years  1977-1979  would  be  1  cent  lower 
than  those  which  would  occur  under  the  current  system.   Appro- 
priations required  by  current  law  would  continue  at  approxi- 
mately the  same  level  as  in  the  current  system.   This  would 
be  in  addition  to  the  $3.4  billion  needed  to  eliminate  the 
accumulated  deficit. 

Under  both  the  current  system  and  Alternative  1,  improve- 
ments in  the  rate-making  process  could  be  instituted  that 
would  reduce  the  time  lags  so  that  rates  could  reflect  current 
economic  conditions  more  accurately. 


Alternative  2-- 
Increase  Dependence  on  Congressional  Appropriations 

This  alternative  would  require  a  basic  change  in  policy, 
under  which  Congress  would  shift  a  larger  proportion  of  the 
cost  burden  of  postal  operations  from  the  mailers  to  the 
general  taxpayers.   Under  this  alternative  the  increased 
appropriations  would  permit  stabilization  of  first  class  and 
other  postage  rates  at  their  current  levels.   The  Postal 
Service  projects  a  modest  increase  in  mail  volume  on  the  basis 
that  the  stabilized  rates  would  become  more  competitive  with 
alternative  means  of  communication.   The  level  of  appropria- 
tions required  to  achieve  rate  stabilization  are  shown  below. 
These  appropriations  do  not  include  any  amounts  to  reduce  or 
eliminate  the  accumulated  deficit. 

Fiscal  Year    Revised  Subsidy  Levels       Current  System 

(Billions  of  dollars)     (Billions  of  dollars) 

1977  2.6  1.7 

1978  3.5  1.6 

1979  4.4  1-5 

1980  5.1  1.3 

1981  6.2  1.2 
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Partial  Alternative — Cost  Reductions 

While  major  cost  reductions  in  postal  operations  could 
be  realized,  such  savings  would  not  be  sufficient  by  them- 
selves to  eliminate  the  need  for  rate  increases.   However, 
these  cost  reductions  could  help  lessen  the  financial  burden 
on  postal  operations.   Institution  of  some  of  them  would  be 
highly  unpopular;  others  would  require  change  in  law,  union 
contract,  or  regulation.   Following  is  an  inventory  of  some 
of  the  major  possibilities: 


Table  V 
POSSIBLE    COST    REDUCTIONS    IN    POSTAL   OPERATIONS 


Activity 

Delivery  to  remote 
places 

All  other  delivery 
Small  post  offices 
Larger  post  offices 

Total  Savings 


Current  Practice 


Generally  6  days 
per  week 


6  days  per  week 


12,220  3rd  class 
6,241  4th  class 


Cost  Redaction 


Reduce  to  2  days 
per  week 

Reduce  to  5  days 
per  week 

Reduce  to  6,000 
Eliminate 

Close  or  consolidate 
2,000  for  economic 
reasons 


Approximate 
Annual  Savings 
(Millions  of  dollars) 


30 
810 


Source!   Comptroller  General  of  the  United  States)  letter  to  Honorable  Edward  J.  Derwinakli 
B-114874  (October  9,  1974). 
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Transportation  and  Communications 


Soaring  Costs  Cloud 
Postal  Service  Future 

With  the  United  States  Postal  Service  sinking  deeper 
into  debt  every  year,  a  struggle  has  emerged  between 
Congress  and  the  Ford  administration  over  how — and  in- 
deed whether — to  rescue  the  troubled  agency. 

The  outcome  of  the  debate  could  have  far-reaching 
effects  upon  the  nation's  mail  service.  Responding  to  firm 
nudging  from  the  administration,  the  Postal  Service  has 
prepared  to  embark  upon  an  unprecedented  program  to  cut 
costs  and  raise  revenues.  Under  consideration  are  proposals 
to  cut  mail  delivery  to  three  days  a  week,  eliminate  door-to- 
door  delivery,  slow  the  speed  of  service  and,  to  raise 
revenues,  enter  new  communications  markets  such  as 
Mailgram  service  and  electronic  funds  transfer. 

"If  these  types  of  cost-cutting  efforts  mean  increasing 
controversy,  then  so  be  it,"  Postmaster  General  Benjamin 
F.  Bailar  declared  March  8.  He  added:  "It  is  time  for  all  of 
us,  for  every  American,  to  view  postal  services  in  terms  of 
economic  reality." 

In  Congress,  meanwhile,  members  are  looking  in- 
creasingly back  to  the  days  before  the  Postal  Reorganization 
Act  of  1970  when  Congress  controlled  the  post  office  budget. 
In  a  vote  that  stunned  the  Postal  Service,  the  House  in  Oc- 
tober 1975  voted  to  reclaim  control  of  the  budget  by  requir- 
ing the  Postal  Service  to  go  to  Congress  annually  for 
appropriations.  (1975  Weekly  Report  p.  2127) 

Although  the  House  action  is  not  considered  likely  to 
stick  in  the  Senate,  key  members  on  both  sides  agree  on  the 
need  to  continue  to  provide  annual  subsidies  to  the  Postal 
Service  to  forestall  cuts  in  service.  Sen.  Gale  W.  McGee  (D 
Wyo.),  chairman  of  the  Post  Office  and  Civil  Service  Com- 
mittee, has  introduced  legislation  that  would  more  than 
double  the  Postal  Service's  current  $920-million  annual 
subsidy  for  the  next  three  years,  fiscal  1977-79.  "Any  major 
Postal  Service  legislation  should  carry  a  clear  signal  to  the 
Postal  Service  that  the  Congress  strongly  opposes  erosions 
in  the  quality  of  service,"  McGee  told  his  Senate  col- 
leagues. 

Background 

The  Postal  Service  was  created  by  the  Postal 
Reorganization  Act  of  1970  (PL  91-375)  as  a  quasi- 
independent  corporation  to  replace  the  old  Cabinet-level 
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Post  Office  Department  that  in  its  last  year  of  operation 
(fiscal  1971)  lost  $204-million.  (Congress  and  the  Nation 
Vol.  Ill,  pp.  435-446) 

The  theory  behind  the  legislation  was  that  an  agency 
independent  of  the  government  could  operate  on  a 
businesslike  basis  and  thus  eventually  become  self- 
sustaining.  Under  the  provisions  of  the  reorganization  act, 
the  Postal  Service  began  operations  in  July  1971  with  an 
equity  (assets  over  liabilities)  of  $1.7-billion  in  cash  and  a 
guarantee  of  $920-million  a  year  in  federal  subsidies  through 
1984.  After  that,  it  was  supposed  to  become  self-supporting. 

The  concept,  so  far  at  least,  has  not  worked.  According 
to  the  1975  annual  report  of  the  Postmaster  General,  the 
Postal  Service  has  been  running  deficits  that  leapt  from  a 
modest  $13-million  in  fiscal  1973  to  $438-million  in  1974  and 
$989-million  in  1975.  Postal  Service  officials  predict  ad- 
ditional shortfalls  in  fiscal  1976  and  1977  of  $1.5-billion  and 
$l-billion,  respectively.  The  accumulated  deficit  at  the  end 
of  fiscal  1976  is  expected  to  be  $3.1-billion. 

Vicious  Circle 

The  Postal  Service  blames  three  factors  for  its  disap- 
pointing performance:  1)  unexpected  rises  in  inflation  in 
1974  and  1975,  2)  a  sluggish  rate-making  process  that  has 
delayed  crucial  postage  rate  hikes  and  3)  the  concurrent  ex- 
istence with  inflation  of  a  business  recession  that,  for  the 
first  time  since  World  War  II,  has  driven  down  mail  volume. 

The  obvious  effect  of  inflation  has  been  on  fixed  costs 
such  as  fuel  and  transportation.  Exacerbating  the  problem 
is   a   Postal   Service   labor  contract  that  contains   an 
automatic  cost-of-living  escalator  tied  to  the  consumer  price 
index.  Over  the  two-year  lifetime  of  the  previous  labor  con- 
tract that  ended  last  summer,  said  Richard  F.  Gould,  senior 
assistant  postmaster  general  for  finance,  "The  cost-of-living 
costs  actually  amounted  to  more  than  the  entire  wage  in- 
crease." 

The  Postal  Service  blames  the  rate-setting  problems  on 
the  Postal  Rate  Commission,  the  agency  set  up  under  the 
reorganization  act  to  review  and  advise  on  rate  increases 
proposed  by  the  Postal  Service.  Although  the  Postal  Service 
can  institute  temporary  increases  while  the  commission  is 
considering  permanent  proposals,  no  subsequent  temporary 
increase  can  be  effected  while  a  permanent  proposal  is  pend- 
ing. The  most  recent  permanent  increase — to  10  cents  from 
eight  cents  for  first-class  mail — remained  bottled  up  in  the 
commission  from  September  1973  until  August  1975. 
Speedier  action  would  have  permitted  the  service  to  raise 
the  temporary  rate  to  13  cents  sooner  than  it  did,  Gould 
said,  and  thus  would  have  prevented  much  of  the  fiscal  1976 
deficit. 

In  the  eyes  of  postal  observers  in  Congress  and  the  ad- 
ministration, as  well  as  in  the  Postal  Service,  the  third  cost 
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Postal  Service  Deficit 


millions 


1968 


Last  year  of  operation  of  the  Post  Office  Department. 
;  First  year  of  operation  of  the  U.S.  Postal  Service. 

1  Estimated.  ,  _ 

SOURCE:    U.S.  Postal  Service 
Congressional  Quarterly  Inc.  £^ 


problem — declining  mail  volume — holds  the  greatest  threat 
to  the  future  of  the  Postal  Service.  Total  volume  dropped 
almost  1  per  cent — 832  million  pieces — in  fiscal  1975  from 
the  previous  year,  a  decrease  that  postal  officials  tie  directly 
to  rate  hikes.  During  the  1974-75  recession,  Gould  said,  the 
growing  cost  of.  mail  service  forced  business  mailers,  who 
provide  the  bulk  of  first-class  revenues,  to  turn  to  less  costly 
and  more  efficient  communications  alternatives,  such  as 
computer  information  exchange  and  electronic  funds 
transfer.  Some  utilities  and  other  large  companies  are  using 
their  own  work  forces  to  deliver  monthly  bills  to  customers, 
instead  of  paying  the  Postal  Service  to  do  it. 


.417   O  -  76  -  10 


140 


"Our  customers  are  curtailing  their  use  of  the  mail,  or 
turning  to  alternate,  less  expensive  means  of  com- 
munications," Postmaster  General  Bailar  told  the  Senate 
Post  Office  Committee  Jan.  27.  "And  as  rates  go  higher, 
public  resistance  grows  firmer  and  volume  drops  even  more. 
It  is  a  vicious  circle." 

Scissors 

Gould  feels  that  the  inflation  and  rate-making 
problems  eventually  may  resolve  themselves.  The  inflation 
rate  had  slowed  in  the  last  year,  he  noted,  and  the  Postal 
Rate  Commission  was  becoming  more  efficient  with  age.  He 
expected  the  current  rate  case,  raising  the  permanent  first- 
class  rate  to  13  cents  from  10  cents,  to  be  completed  by 
June. 

But  the  problem  of  declining  volume  will  not  go  away. 
Although  the  temporary  rate  increase  instituted  Dec.  31  will 
put  a  cap  on  losses  in  fiscal  1976,  Gould  said,  in  the  long  run 
it  can  serve  only  to  drive  away  more  customers  and  further 
erode  revenues.  "A  new  portion  of  our  first-class  volume  is 
departing  from  us  every  day,"  he  lamented. 

At  the  same  time,  the  number  of  new  delivery  addresses 
in  the  nation  is  increasing  at  a  rate  of  2  per  cent  a  year, 
further  driving  up  costs.  "We  have  the  classic  scissors  situa- 
tion here  of  declining  revenues  and  volume  and  increasing 
costs,"  Gould  said. 

Solutions:  Short  Run 

In  the  short  run — fiscal  1976  and  the  following  two  or 
three  years — the  Postal  Service  faces  the  immediate 
problem  of  how  to  pay  its  bills.  Policymakers  in  both  the 
administration  and  Congress  agree  that  there  are  four  ways 
the  agency  can  meet  the  expected  deficits  in  the  next  few 
years:  borrowing,  further  rate  increases,  cost-cutting  and 
subsidies. 

Borrowing.  The  Postal  Reorganization  Act  permits  the 
Postal  Service  to  borrow  up  to  $500-million  annually  from 
the  Treasury  to  meet  operating  costs.  The  agency  has  drawn 
the  maximum  the  last  two  fiscal  years,  1974  and  1975,  and 
expects  to  do  so  again  in  fiscal  1976.  But  borrowing  by  its 


"It  is  time  for  all 
of  us,  for  every 
American,  to  view 
postal  services  in 
terms  of  economic 
reality. " 

— Postmaster  General 
Benjamin  F.  Bailar 
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nature  is  a  temporary  solution  and,  businessmen  agree,  an 
unhealthy  one  that  places  the  further  burden  of  interest  and 
repayment  on  the  borrower.  "Obviously,  indebtedness  is  a 
stopgap,"  James  T.  Lynn,  director  of  the  Office  of  Manage- 
ment and  Budget,  told  the  McGee  committee  in  a  Feb.  16, 
hearing.  "Ultimately,  costs  simply  must  be  brought  into 
line  with  revenues." 

Rate  Increases.  Despite  the  effect  on  volume,  further 
rate  increases  are  a  certainty  even  in  the  short  run.  The  only 
question  is  when.  The  Postal  Service's  Gould  sees  a  possible 
temporary  increase  to  16  or  17  cents  as  early  as  next 
summer,  after  the  Postal  Rate  Commission  disposes  of  the 
pending  case.  However,  officials  in  the  administration  and 
Congress  more  attuned  to  the  political  realities  of  the  elec- 
tion year  suggest  that  further  hikes  could  at  least  be  held  off 
until  after  the  election.  "I  would  hope  that  we  don't  have  to 
go  the  rate  route  again  very  shortly,"  McGee  said  at  his 
hearings. 

Cost-Cutting.  The  Postal  Service  in  the  last  year  has 
taken  a  number  of  steps  to  cut  costs  and  increase  the 
productivity  of  its  700,000-member  work  force,  which  ac- 
counts for  85  per  cent  of  the  postal  budget.  Among  the  most 
important  changes,  the  service  has:  redrawn  letter  carrier 
routes  to  reduce  featherbedding  and  spread  the  delivery 
workload  more  evenly  over  the  carrier  force;  shuffled 
employees  from  overstaffed  offices  to  undermanned  ones  to 
eliminate  the  need  for  new  hiring;  placed  tight  limits  on 
overtime  for  all  but  the  most  important  functions;  imposed 
a  hiring  freeze  on  all  levels  of  personnel — regular,  part-time 
and  management;  and  begun  closing  small  post  offices  that 
do  not  support  themselves  through  revenues.  (Small  post  of- 
fice closings,  1975  Weekly  Report  p.  2735) 

In  early  March,  the  Postal  Service  said  it  would  cut 
back  downtown  delivery  of  business  mail  in  New  York  City 
to  twice  a  day,  from  three  times  a  day,  and  in  nine  other 
large  eastern  cities  to  once  a  day,  from  twice  a  day. 

The  measures  have  encountered  stiff  resistance  from 
affected  constituencies.  The  new  route  delivery  system  was 
forced  into  arbitration  by  the  National  Association  of  Letter 
Carriers,  an  AFL-CIO  affiliate,  which  claims  that  the 
proposal  violates  the  Postal  Service  labor  contract.  And  the 
plan  to  close  small  post  offices  ran  into  an  unexpected  ob- 
stacle Feb.  26  when  a  federal  district  court  judge  in 
Washington  issued  a  temporary  restraining  order  to  stop  the 
closings.  The  order  came  at  the  request  of  two  postmasters' 
groups  and  44  members  of  the  House  and  Senate,  who  have 
filed  a  lawsuit  to  reject  the  proposal  altogether. 

Even  if  there  were  no  controversy  over  the  cost-cutting 
measures,  their  impact  on  the  Postal  Service's  financial 
problems  is  questionable.  Sen.  McGee  has  calculated  that 
the  annual  savings  from  most  of  the  proposed  cost  reduc- 
tions programs  would  total  only  about  $607-million.  Com- 
pared with  a  total  deficit  that  is  expected  to  reach  $3.1- 
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billion  by  the  end  of  fiscal  1976,  he  said,  "you're  still  talking 
about  peanuts.  That's  a  little  bit  short  of  what  we're  really 
looking  for." 

Subsidies.  Given  the  apparent  shortcomings  of  the 
other  possible  solutions  to  the  money  problem,  McGee  and 
other  key  figures  in  Congress  see  no  alternative  to  increasing 
the  Postal  Service's  $920-million  annual  subsidy. 

"We've  got  to  face  up  to  it,"  said  James  M.  Hanley  (D 
N.Y.),  chairman  of  the  House  Post  Office  and  Civil  Service 
Subcommittee  on  Postal  Service.  "We've  got  to  provide  the 
Postal  Service  with  the  subsidies  we're  talking  about  and 
then  monitor  it  to  ensure  that  monies  are  not  being  spent 
foolishly."  Before  the  House  voted  to  take  back  control  of 
postal  finances  in  1975,  Hanley  unsuccessfully  offered  a 
compromise  amendment  that  would  have  doubled  the 
Postal  Service's  subsidy  but  required  the  agency  to  go  before 
Congress  annually  to  justify  any  such  additional  subsidy. 

In  the  Senate,  McGee  has  introduced  a  bill  (S  2844)  to 
provide  additional  subsidies  for  fiscal  years  1977-79  set  at  10 
per  cent  of  the  estimated  operating  costs  for  each  of  those 
years.  The  estimated  federal  subsidy  for  fiscal  1977  would 
be  $2.4-billion,  of  a  total  estimated  Postal  Service  budget  of 
more  than  $14-billion. 

McGee  contends  that  the  10  per  cent  figure  is  only  just, 
because  the  original  $920-million  subsidy  approved  in  1970 
was  based  on  10  per  cent  of  1971  postal  costs.  While  the  sub- 
sidy figure  has  remained  frozen,  he  argues,  the  sudden  jump 
in  the  inflation  rate  has  swollen  mail  delivery  costs  beyond 
anything  the  framers  of  the  Postal  Reorganization  Act 
could  have  anticipated. 

While  professing  reluctance  to  ask  for  more  federal 
money,  the  Postal  Service  has  been  pushing  the  subsidy 
proposals  quietly  in  Congress  and  the  business  community. 
But  they  are  strongly  opposed  by  the  Ford  administration. 
President  Ford  has  made  clear  his  feeling  that  the  service 
still  has  a  long  way  to  go  toward  straightening  out  problems 
that  he  said  are  akin  to  those  of  New  York  City. 

"We  have  to  prod  them  just  like  we  are  prodding  New 
York  City  to  improve  their  efficiency  productivity,"  Ford 
told  a  group  of  magazine  publishers  in  a  late  1975  White 
House  meeting.  "...fl]f  we  don't  keep  the  pressure  on  them, 
you  know  how  things  operate  in  government,  and  that's  one 
of  the  basic  problems  in  New  York  City.  Nobody  really  put 
the  screws  on  them  until  this  year,  and  now  they  are  faced 
with  reality.  I  think  the  Post  Office  Department — manage- 
ment and  labor — has  to  face  up  to  that  reality  here  as 
well...." 

OMB  Director  Lynn  conveyed  that  same 
message — that  costs  can  and  should  be  cut  much 
further — in  his  testimony  on  the  proposed  subsidies  before 
the  McGee  committee.  "We  think  the  responsibility  here  is 
not  to  ask  for  money  of  the  Congress  of  the  United  States 
when  the  need  for  it  has  not  been  proved,"  Lynn  said. 
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Besides  the  administration's  overall  determination  to 
hold  down  federal  spending,  a  major  reason  for  its  opposi- 
tion to  subsidies  is,  as  Lynn  put  it:  "The  edge  for  efficiency 
is  taken  away  through  subsidies."  Aides  to  Lynn  argued 
that  in  contract  negotiations,  for  instance,  labor  has  no  in- 
centive to  bargain  or  compromise  when  it  knows  that  the 
Postal  Service  can  always  turn  to  the  government  to  meet 
its  payrolls. 

"We  have  the 
classic  scissors  situa- 
tion here  of  declin- 
ing revenues  and 
volume  and  increas- 
ing costs.  " 

—Richard  F.  Gould,  assistant 
postmaster  general  for  finance 


Postal  Service  Future 

The  short-run  cash  problems  of  the  Postal  Service  have 
forced  postal  planners  in  the  administration  and  Congress 
to  begin  considering  the  agency's  long-range  future  as  well. 
Under  firm  pressure  from  the  administration  to  cut  costs 
even  further,  postal  officials  have  begun  questioning  the 
need  for  services  traditionally  considered  basic. 

"Is  it  necessary  that  we  get  our  mail  delivered  to  us 
every  day?"  asked  the  Postal  Service's  Gould.  "Is  it 
necessary  that  we  get  our  mail  delivered  to  our  door?  Is  it 
really  necessary  that  we  have  almost  700,000  of  the  people 
in  the  country  engaged  in  postal  service?  That's  about  1  per 
cent  of  the  national  work  force.  Is  this  a  rational  use  of  a 
national  resource?" 

Gould  suggested  that  the  American  people  have 
become  accustomed  to  postal  service  they  no  longer  can  af- 
ford. While  demanding  that  the  level  of  service  be  main- 
tained, he  said,  customers  have  turned  to  electronic  in- 
novations for  their  business  communications  needs  and  to 
the  telephone  for  personal  communications.  "People  do  not 
view,  and  we  certainly  do  not  view,  the  mail  service  as  hav- 
ing the  same  importance  as  30  or  40  years  ago,"  Gould  said. 

With  those  concerns  in  mind,  the  Postal  Service  in 
February  was  preparing  to  take  to  the  public  a  debate  on  the 
future  of  postal  service  that  Gould  said  had  been  simmering 
within  the  agency  for  some  time.  The  debate,  to  be  aired 
through  a  series  of  speeches  by  the  Postmaster  General, 
began  with  Bailar's  "major  address"  to  the  Economic  Club 
of  Detroit  March  8. 
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Calling  for  a  public  dialogue  on  the  issue,  Bailar 
asserted  that  the  nation  would  have  to  make  a  choice 
between  high  costs  or  reduced  service.  "If  the  public  elects 
to  continue  the  postal  system  in  its  present  form,"  he  said, 
"it  will  have  to  pay  a  steep  price.  It  may  find  the  first-class 
stamp  becoming  a  luxury  item  in  the  next  decade  and  the 
Postal  Service  a  ponderous  and  costly  left-over  from 
simpler,  more  affluent  times." 

Possible  Cutbacks 

Gould  said  the  following  actions  were  under  con- 
sideration: 

•  A  reduction  in  mail  delivery  service  to  three  days  a 
week,  on  alternate  days,  for  a  savings  possibly  of  $l-billion 
annually. 

•  A  cutback,  if  not  to  alternate  days,  to  five  days  a  week, 
for  projected  savings  of  $350-million  annually. 


"It's  very  clear 
that  it's  failed  terri- 
bly. The  concept  [of 
an  independent 
Postal  Service]  is 
just  impractical  un- 
less you  want  to  see 
the  rates... spiral  right 
up  into  the  sky.  " 

Rep.  James  M.  Hanley  (D  N.Y.) 

•  Replacement  of  door-to-door  delivery  with  delivery  to 
curbside  mailboxes  or  clusters  of  neighborhood  mailboxes, 
at  a  possible  savings  of  $25  a  year  for  each  box. 

•  An  end  to  special  delivery,  which  is  operated  at  a  loss  of 
$40-million  annually. 

Other  service  reductions  reported  to  be  under  con- 
sideration were  proposals  to  relax  the  service's  "on-time" 
standards,  thus  slowing  the  time  and  cost  of  delivery,  and  to 
eliminate  all  investment  in  research  and  training. 

In  addition,  the  Postal  Service  is  considering  entering 
some  of  the  electronic  transmittal  markets  that  are  robbing 
it  of  crucial  business  customers.  Currently,  the  service  works 
jointly  with  Western  Union  in  delivering  Mailgrams  trans- 
mitted between  cities  by  the  private  company.  It  has  been 
suggested  that  the  Postal  Service  take  over  the  whole  ser- 
vice. 

Another  potential  service  is  electronic  funds  transfer, 
which  enables  customers  to  transmit  funds  directly  to  a 
bank  or  other  receiver  without  exchange  of  currency,  checks 
or  other  notes.  The  federal  government  already  has  begun 
using  electronic  transfer  for  transmitting  Social  Security 
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payments  to  the  bank  accounts  of  recipients.  Gould  thinks 
the  Postal  Service,  with  its  safeguards  for  privacy  and 
security,  would  be  well  suited  to  provide  that  kind  of  service 
to  government  as  well  as  private  industry.  He  also  foresees 
the  agency  serving  as  a  "transfer  point"  for  electronic  pay- 
ment of  department  store  and  utility  bills. 

Reaction 

Both  of  the  proposed  initiatives — service  cutbacks  and 
electronic  services — have  strong  support  in  the  ad- 
ministration. Indeed,  much  of  the  impetus  behind  the  ser- 
vice cuts  seems  to  have  come  from  the  administration.  "The 
Postal  Service's  first  priority  should  be  to  reduce  costs," 
budget  director  Lynn  told  the  Senate  Post  Office  Com- 
mittee. "I  am  encouraged  by  reports  that  the  Postmaster 
General  is  looking  hard  at  existing  services  and  ways  of  do- 
ing business...." 

Aides  to  Lynn  at  OMB  who  help  plan  postal  policy  said 
that  delivery  reductions  and  other  service  cutbacks  were  a 
step  in  the  right  direction  by  a  Postal  Service  that  for  too 
long  had  avoided  hard  decisions.  "For  the  last  three  years, 
they  were  doing  relatively  little,"  complained  Carlyle  E. 
Hystad,  chief  of  the  commerce  branch  at  OMB.  "No  drastic 
actions  have  been  taken  yet.  They  haven't  reduced 
deliveries.  Most  of  their  actions  have  been  relatively 
minor." 

The  perception  has  been  sharply  different  in  Congress, 
however,  where  members  have  been  extremely  sensitive  to 
constituent  concern  over  service  reductions.  In  advance  of 
the  Bailar  speech  in  Detroit,  Postal  Service  officials  had 
been  proffering  for  public  digestion  some  of  the  cutbacks 
under  consideration  and_the  reaction  in  Congress  had  been 
adverse.  Informed  of  the  alternate-day  proposal,  Chairman 
Charles  H.  Wilson  (D  Calif.)  of  the  House  Post  Office  and 
Civil  Service  Subcommittee  on  Postal  Facilities,  exploded: 
"It's  ridiculous  even  to  consider  anything  like  that.  It's 
stupid." 

Another  member  of  the  subcommittee,  Paul  Simon,  (D 
111.),  said  cutbacks  would  serve  only  to  further  undermine 
the  agency's  financial  position.  "The  Postal  Service  is  mak- 
ing the  same  mistake  that  the  railroads  did,"  he  said.  "If 
they  cut  back  service,  they  are  just  going  to  increase  their 
deficits." 

While  also  condemning  service  cutbacks,  Chairman 
Hanley  of  the  Postal  Service  Subcommittee  expressed  con- 
cern over  the  plight  of  a  supposedly  independent  corpora- 
tion that  was  prevented  by  political  considerations  from 
setting  its  own  policies.  "In  each  instance,  it  runs  into  a 
stone  wall,"  he  said.  "Each  time  in  the  past,  the  service  has 
been  forced  to  cave  in.  For  a  quasi-corporation,  that's  un- 
healthy.'" 

Although  Hanley  fought  hard  to  stop  the  October 
amendment  that  would  end  the  agency's  financial  in- 
dependence, he  suggested  that  that  independence  was  at 
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the  root  of  the  Postal  Service's  problems.  At  the  time  of  the 
House  consideration  of  the  Postal  Reorganization  Act  in 
1970,  Hanley  said,  "It  was  my  opinion  that  we  could  not 
have  a  postal  service  traditional  to  that  which  has  served 
the  American  public  if  it  was  going  to  be  self-sustaining." 

Public  Service 

In  the  view  of  Hanley  and  other  observers,  a  major 
problem  facing  the  Postal  Service  is  that  it  cannot  be  self- 
sustaining  and  still  provide  the  "free"  public  service 
demanded  of  it.  A  loose  term  that  observers  say  never  has 
been  adequately  defined,  public  service  generally  refers  to 
Postal  Service  functions  that  are  not  paid  for  from  specific 
revenues.  For  example,  even  if  a  person  never  buys  a  stamp 
or  mails  a  letter,  he  receives  mail  delivery  at  his  address  at 
no  charge. 

The  $920-million  annual  subsidy  provided  under  the 
reorganization  act  was  intended  to  cover  just  such  public 
service  costs.  But  the  subsidy  is  due  to  expire  after  1984,  and 
after  that  the  Postal  Service  is  expected  to  absorb  such  costs 
itself. 

Hanley  feels  it  cannot  be  done,  and  he  said  it  is  un- 
realistic of  the  White  House  or  anyone  else  to  expect 
otherwise.  "The  White  House  seems  to  overlook  completely 
the  fact  that  the  institution  provides  much  in  the  way  of 
public  service  for  which  it  is  not  being  reimbursed,"  Hanley 
said. 

Success  or  Failure? 

Implicit  in  the  debate  is  the  question  of  whether  the 
1970  Postal  Reorganization  Act  has  been  a  failure.  "A  lot  of 
people  had  great  expectations  of  postal  reform,  that  all  you 
had  to  do  was  initial  that  legislation,  and  things  would  have 
to  change,"  said  Gould,  the  Postal  Service  finance  chief. 
"Well,  as  with  much  government  legislation,  there  have 
been  great  gaps  between  what  people  expected  and  what  ac- 
tually happened." 

Gould  has  been  with  the  Postal  Service  almost  since  its 
start.  He  is  confident  that  there  is  a  future  role  for  the 
troubled  corporation,  but  one  that  will  have  to  be  drastical- 
ly revised.  "If  the  public  so  determined  that  they  wanted 
the  Postal  Service  to  stay  the  way  it  is,  and  they're  willing  to 
pay  the  cost,  then  so  be  it."  But  he  does  not  think  the  public 
is  willing  to  accept  either  annual  subsidies  or  first-class 
rates  that  would  reach  20  cents  in  the  near  future.  So  as 
Gould  sees  it,  the  future  of  the  Postal  Service  lies  in  the 
direction  of  sharply  reduced  service  and  entry  into  the  grow- 
ing technological  markets. 

The  vision  in  the  administration  is  similar.  "I  think  it's 
unfair  to  say  the  principles  of  postal  reorganization  were  un- 
founded and  that  the  whole  thing  ought  to  be  scrapped," 
said  OMB's  Hystad.  "...It's  premature  to  say  it  can't  work. 
In  its  start-up  years,  it's  been  hit  with  the  worst  economic 
conditions  it  could  face." 
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Key  members  of  the  House  and  Senate  have  soured  on 
the  whole  concept  of  an  independent  Postal  Service. 

"It's  very  clear  that  it's  failed  terribly,"  Hanley  con- 
ceded. "The  concept  is  just  impractical,  unless  you  want  to 
see  the  rates  for  all  classes  of  mail  spiral  right  up  into  the 
sky."  At  the  same  time,  he  felt  the  Postal  Service  had 
gained  "too  much  momentum"  to  permit  a  return  to  the  old 
Post  Office  Department.  Instead,  he  said,  "let's  see  if 
there's  anything  we  can  salvage  here."  Hanley  is  among 
those  pushing  the  Postal  Service  into  the  new  com- 
munications markets. 

The  General  Accounting  Office  (GAO)  has  been 
monitoring  the  performance  of  the  Postal  Service  since  its 
inception.  In  a  96-page  report  submitted  to  Congress  Jan. 
28,  the  agency  said  it  concluded  "that  self-sufficiency, 
although  a  desirable  objective,  may  not  be  attainable  and 
that  Postal  Service  independence  has  advantages,  even  in 
the  absence  of  self-sufficiency."  Among  the  advantages  over 
the  old  Post  Office  Department,  the  agency  said,  have  been: 
the  ability  to  raise  capital  for  new  plant  and  equipment;  an 
incentive,  imposed  by  a  restricted  budget,  to  hold  down 
costs;  a  willingness  to  take  risks  in  offering  new  products 
and  equipment;  and  "a  decided  desire  to  please  its 
customers." 

The  report  also  found  that  mail  service,  in  terms  of  how 
long  it  takes  to  deliver  a  letter,  had  declined  slightly  under 
the  Postal  Service.  But  that  modest  loss  had  been  more  than 
compensated  for  by  gains  in  worker  productivity  and  conse- 
quent savings  in  labor  costs,  GAO  said. 

In  testimony  before  the  McGee  committee,  GAO  Depu- 
ty Director  William  J.  Anderson  supported  a  proposal  for 
short-term  subsidy  increases  for  the  Postal  Service.  He 
offered  no  specific  solutions  for  the  long  term,  but  noted 
"there  is  a  school  of  thought. ..that  postal  operations  contain 
public  service  aspects  that  should  be  borne  by  the  general 
public"  through  tax-supported  subsidies. 


Outlook 

The  debate  on  the  long-term  problems  of  the  Postal 
Service  was  just  beginning  in  1976  and  was  not  likely  to  be 
settled  for  some  time.  The  Postal  Service,  hoping  to 
stimulate  the  debate,  was  taking  its  problems  to  the  public 
through  the  series  of  speeches  scheduled  by  Postmaster 
General  Bailar  in  1976. 

In  Congress,  Sen.  McGee  included  in  his  subsidy  bill  (S 
2844)  a  provision  to  create  a  two-year  Commission  on  Postal 
Service  to  "identify  and  study  the  public  service  functions" 
and  to  recommend  to  Congress  how  to  fund  those  costs.  A 
similar  provision  was  in  the  subsidy  bill  (HR  8603)passed  by 
the  House  last  year. 
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Subsidies 

In  the  short  run,  the  administration  and  Congress 
remained  sharply  divided  over  subsidies.  The  Postal  Ser- 
vice's Gould  has  calculated  that  the  agency  can  get  through 
until  April  1977  without  outside  funding  "by  the  skin  on  our 
teeth."  After  that,  he  said,  it  will  need  help. 

At  the  prodding  of  Sen.  McGee,  OMB  is  working 
toward  a  June  deadline  to  come  up  with  alternatives  to  sub- 
sidies. OMB  commerce  chief  Hystad  said  his  staff  is  seek- 
ing to  "generally  identify  problems  and  suggest  possible 
alternatives....  Most  of  the  discussion  today  is  based  on 
relatively  little  information  and  few  facts  and  a  lot  of 
emotions." 

Given  the  stance  of  the  administration  so  far,  the  alter- 
natives are  not  likely  to  include  extra  subsidies.  "If  you're 
going  to  have  a  self-sustaining  Postal  Service,"  commented 
John  J.  Carey,  OMB's  Postal  Service  budget  examiner,  "you 
need  to  get  to  where  the  users  pay  their  fair  share"  through 
postal  rates.  To  that  end,  the  administration  included  no 
money  in  its  fiscal  1977  budget  to  help  subsidize  the  mailing 
of  newspapers  and  magazines,  even  though  former  Presi- 
dent Nixon  had  signed  1974  legislation  approving  funds  for 
that  purpose.  "It  really  hasn't  been  demonstrated,  contrary 
to  the  claims  of  publishers,  that  they  haven't  been  able  to 
cope  with  the  higher  rates,"  Carey  said.  (Subsidies,  1974 
Almanac  p.  645) 

Despite  the  House  vote  in  October  to  end  the  service's 
independence  from  Congress,  key  members  of  the  House 
and  Senate  were  hopeful  that  McGee's  bill,  with  its  in- 
creased subsidies,  would  be  approved  by  Congress  this  year. 
Hanley  said  the  October  vote  was  a  one-time  aberration  by 
a  House  frustrated  with  Postal  Service  performance.  "That 
was  the  result  of  the  hostility  that  prevailed  in  the  at- 
mosphere at  that  time,  and  justly  so,"  he  said.  Hanley 
predicted  that  the  House  action  would  be  deleted  in  con- 
ference. 

The  subsidies  legislation  would  have  a  good  chance  of 
passage,  despite  warnings  of  a  veto  already  emerging  from 
the  White  House,  Hanley  said.  "The  onus  would  be  on  the 
back  of  the  President,  and  if  he  sees  fit  to  veto  it,  then  he 
has  to  be  responsible  for  what  might  happen  to  the  agency." 
He  predicted  that  the  bill  would  be  resisted  until  the  last 
moment,  but  in  the  end  the  political  realities  of  the  election 
year  would  force  the  President  to  sign  it.  "It'll  be  sort  of  like 
the  New  York  thing,"  he  said.  "  'No,  no,  no,  a  thousand 
times  no,'  and  then,  'okay.'  " 

Other  observers  were  less  sanguine.  Senate  aides  felt 
that  Ford  would  indeed  reject  the  increased  subsidies  and 
that  the  veto  would  be  sustained.  The  Postal  Service's 
Gould  also  foresaw  a  veto  and  had  hopes  for  relief  only 
through  last-minute  emergency  appropriations  in  1977  if  the 
Postal  Service  actually  finds  its  back  against  the  wall.  The 
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White  House  position,  Gould  said,  is  "sort  of,  'If  you  can 
somehow  solve  your  problem  yourself,  then  don't  bother  us. 
When  you  can't,  then  come  to  us.'  " 

When  he  testified  before  the  Senate  Post  Office  Com- 
mittee, Lynn  indicated  he  probably  would  recommend  a 
veto  unless  conditions  were  altered  considerably.  And 
Lynn's  aides  at  OMB  suggested  that  the  President  had 
weighed  the  political  risks  of  a  veto.  "It  is  apparent  the 
President  and  his  advisers  have  considered  the  political 
ramifications  of  this,"  Hystad  said.  "I  don't  know  that  they 
would  be  that  onerous  to  the  administration."  I 

—By  Ted  Vaden 

Postal  Service  Monopoly 
Over  Letter  Mail  .  .  . 

Should  It  Be  Ended  to 

Allow  Competition? 

To  the  consternation  of  a  U.S.  Postal  Service 
already  beset  with  financial  problems,  sentiment  has 
been  growing  within  and  outside  the  government  to  end 
the  letter-carrying  monopoly  that  the  agency  has  enjoyed 
since  1792. 

Once  considered  inconceivable,  the  idea  has  been 
gaining  currency  in  the  business  community,  in  Congress 
and,  most  important,  in  the  Ford  administration.  Speak- 
ing to  an  audience  at  the  University  of  Georgia  last 
September,  Chairman  Arthur  F.  Burns  of  the  Federal 
Reserve  Board  suggested  that  the  time  had  come  to 
"reassess  the  monopoly  of  first-class  mail  by  the  Postal 
Service."  Similar  views  have  been  expressed  by  Treasury 
Secretary  William  E.  Simon,  a  key  figure  in  administra- 
tion economic  policy-making.  And  the  President  himself, 
while  still  a  member  of  Congress,  had  publicly  proposed 
that  the  business  of  mail  delivery  be  opened  to  competi- 
tion from  private  enterprise. 

Background 

The  Postal  Service  monopoly  is  protected  by  a  set  of 
federal  laws  called  the  private  express  statutes.  The 
original  protections  were  enacted  in  1792  by  the  Second 
Congress  on  the  theory,  still  widely  held  today,  that  only 
the  federal  government  could  provide  complete  postal 
service  and  that,  as  a  public  service,  it  should  be 
protected  from  competition. 

Since  1792,  the  private  express  statutes  have  been 
revised  periodically  to  plug  loopholes  and  meet  changes 
in  technology,  transportation  and  public  demand  for  ser- 
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vice.  The  essence  of  the  laws  remain,  however:  the  Postal 
Service  holds  the  exclusive  right  to  carry  letter  mail. 
Furthermore,  the  Postal  Service  is  the  arbiter  of  what 
constitutes  a  letter,  and  it  historically  has  chosen  to 
define  that  term  very  narrowly. 

The  only  significant  exemption  from  the  private  ex- 
press statutes  is  for  letters  carried  by  companies  as  part 
of  their  regular  business.  Certain  utility  companies,  for 
example,  have  found  it  cheaper  to  deliver  bills  directly  to 
customers  rather  than  pay  the  Postal  Service  to  do  it. 
But  a  company  may  not  contract  with  a  private  carrier  to 
deliver  bills. 

The  private  express  statutes  apply  only  to  letter 
mail.  They  do  not  cover  second-,  third-  and  fourth-class 
mail — magazines  and  newspapers,  direct  mail  advertis- 
ing ("junk  mail")  and  packages,  respectively — and  the 
Postal  Service  has  faced  growing  competition  in  those 
areas.  According  to  a  1974  study  of  postal  monopoly  by 
John  Haldi,  a  New  York  City  economic  consultant, 
United  Parcel  Service  provides  better  package  delivery 
service  than  the  Postal  Service  at  less  cost  and  as  a 
result,  has  siphoned  more  business  from  the  Postal  Ser- 
vice every  year.  In  the  third-class  market,  Haldi  said,  a 
growing  number  of  private  firms  have  emerged  that  can 
guarantee  when  direct  mail  advertising  will  reach 
targeted  residences,  an  important  factor  for  advertisers 
that  the  Postal  Service  cannot  match. 

Critics  of  the  Postal  Service  monopoly  picked  up  im- 
portant support  in  January  when  the  Council  on  Wage 
and  Price  Stability,  an  executive  agency  that  monitors 
inflation  for  the  White  House,  issued  a  report 
recommending  that  the  monopoly  be  ended.  In  a  66-page 
filing  with  the  Postal  Rate  Commission,  the  council  con- 
cluded that  "permitting  competition  to  the  Postal  Ser- 
vice's first-class  service  probably  would  result  in  signifi- 
cant benefits  to  the  economy  and  to  the  mail  user."  The 
council  urged  the  commission,  which  advises  the  Postal 
Service  on  rates  and  mail  classification,  to  consider 
recommending  to  Congress  that  the  private  express 
statutes  be  abolished. 

Should  the  private  express  statutes  be  repealed? 

PRO:  Greater  Efficiency 

"The  postal  monopoly  on  first-class  mail  will  be 
eliminated,"  John  H.  Rousselot  (R  Calif.)  predicted  in 
October  1975  debate  on  the  House  floor,  "because  private 
industry  cannot  afford  the  luxury  of  an  inefficient  postal 
system." 

Rousselot  was  the  sponsor  of  a  controversial  amend- 
ment to  a  postal  subsidies  bill  (HR  8603)  that  would  have 
repealed  the  private  express  statutes.  The  Postal  Service 
already  is  losing  first-class  business  to  electronic  com- 
munications   alternatives,    he    argued;    repeal    of    the 
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"The  postal 

monopoly  on  first- 
class  mail  will  be 
eliminated  because 
private  industry  can- 
not afford  the  luxury 
of  an  inefficient  postal 
system.  " 

—Rep.  John  H.  Rousselot 
(R  Calif.) 


statutes  would  bring  the  competition  out  in  the  open, 
force  efficiency  upon  the  Postal  Service  and  bring  new 
tax  revenue  to  the  Treasury.  (Amendment  rejection,  1975 
Weekly  Report  p.  2342) 

In  its  filing  with  the  Postal  Rate  Commission,  the 
Council  on  Wage  and  Price  Stability  challenged  one  of 
the  basic  justifications  for  the  private  express  statutes: 
that  they  enable  the  Postal  Service  to  charge  a  uniform 
rate  for  first-class  mail,  regardless  of  the  cost  of  deliver- 
ing individual  pieces  of  mail.  Since  postal  customers  are 
charged  the  same  rate  for  delivering  mail  across  town  as 
across  the  country,  the  council  said,  "some  first-class 
postal  customers  probably  pay  more  than  the  costs  of  ser- 
vicing them,  while  other  first-class  customers  are  un- 
dercharged. Because  of  the  private  express  statutes,  the 
'overcharged'  customers  are  denied  the  option  of  taking 
their  business  to  another  firm  who  would  charge  less." 

The  council  said  that  entry  of  new  competitors 
would  end  this  imbalance  by  reducing  charges  for  low- 
cost  service,  such  as  intracity  delivery,  and  forcing  the 
Postal  Service  to  raise  rates  for  rural  delivery.  Barring  a 
federal  subsidy,  rural  customers  would  suffer  in  the  short 
run,  the  council  acknowledged,  but  in  the  long  run  the 
average  level  of  all  rates  could  be  lower  and  the  rate  of  in- 
crease— rural  as  well  as  urban — would  be  slower  than  un- 
der the  existing  Postal  Service. 

In  his  study  of  postal  monopoly,  conducted  for  the 
American  Enterprise  Institute  for  Public  Policy 
Research,  John  Haldi  also  criticized  the  imbalance  of 
postal  costs  under  uniform  rates  and  suggested  that,  in 
addition  to  economic  costs,  the  practice  had  moral  im- 
plications. "To  some  extent,"  Haldi  argued,  "the  Postal 
Service  is  playing  a  reverse  Robin  Hood,  taking  from  the 
poorer  central  cities  in  order  to  help  the  more  affluent 
suburbs." 

CON:  End  of  System 

Supporters  of  the  postal  monopoly  contend  that 
repeal  of  the  private  express  statutes  would  destroy  the 
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U.S.  Postal  Service.  Sen.  Gale  W.  McGee  (D  Wyo.), 
chairman  of  the  Senate  Post  Office  and  Civil  Service 
Committee,  described  the  monopoly  as  "the  very 
bedrock  upon  which  our  universal  postal  service  is 
founded.". 

Without  the  monopoly,  McGee  told  the  Senate  in  a 
January  speech,  "private  firms  would  skim  the  cream, 
competing  under  the  prod  of  the  profit  motive  in  cities, 
leaving  long  distance  delivery  and  delivery  to  remote 
areas  to  anyone  else  who  would  take  the  unprofitable  job. 
Rates  for  transcontinental  delivery  and  rural  delivery 
would  be  astronomical.  The  national  postal  institution 
would  founder  and  die." 

The  emphasis  of  monopoly  defenders  is  on  rural  ser- 
vice. Given  the  Postal  Service's  mandate  to  be  self- 
sustaining,  they  say,  there  is  no  way  to  provide  low-cost 
rural  delivery  without  the  monopoly  or  shifting  part  of 
the  burden  to  urban  customers  and  other  profit- 
generating  mail  users.  "I  think  there  is  no  question  that  a 
large  part  of  urban  high-density  areas  probably  could  be 
served  at  lower  costs,"  acknowledged  Richard  F.  Gould, 
senior  assistant  postmaster  general  for  finance.  "But  the 
other  side  of  the  coin  is  that  the  rural  areas  would  receive 
no  service  or  very  little  service,  and  the  cost  of  providing 
that  service  would  be  astronomically  high." 

Another  feature  of  mail  service  that  would  be  lost 
under  repeal  of  the  private  express  statutes,  the  Postal 
Service  warns,  is  the  existing  uniform  rate  structure. 
"Maintenance  of  the  private  express  statutes  is  im- 
perative," Postmaster  General  Benjamin  F.  Bailar  told 
the  McGee  committee  Feb.  28,  "if  we  are  to  avoid 
variable  postage  rates  for  letter  mail,  with  all  the  ap- 
parent disadvantages  for  mail  in  thinly  populated  areas, 
the  increases  in  regulatory  red  tape  and  the  complexities 
and  confusions  for  many  citizens  that  would  inevitably 
attend  such  change."  Bailar  reminded  the  committee 
that  the  Postal  Service  board  of  governors  had  concluded 
in  a  1973  study  for  Congress  that  the  monopoly  was 
necessary  to  preserve  "effective  universal  service" 
throughout  the  country. 


The  postal  monopo- 
ly is  "the  very  bedrock 
upon  which  our  uni- 
versal postal  service 
is  founded. " 

—Sen.  Gale  W.  McGee 
(D  Wyo.) 
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Outlook 

Although  the  recommendations  of  the  Council  on 
Wage  and  Price  Stability  added  new  fuel  to  the  debate 
over  postal  monopoly,  repeal  of  the  private  express 
statutes  does  not  seem  likely  in  the  near  future.  The 
greatest  obstacles  probably  would  be  political.  Rural 
America  is  still  an  important,  if  dwindling  constituency 
in  Congress,  as  indicated  by  the  overwhelming  68-319 
vote  in  the  House  against  the  Rousselot  amendment  last 
October.  "I  doubt  that  any  Congress  of  this  United 
States  will  allow  service  to  the  rural  parts  of  their  con- 
stituencies to  be  taken  away,"  observed  Richard  Gould, 
the  Postal  Service's  finance  officer. 

The  administration,  while  indicating  sympathy  with 
the  concept  of  postal  competition,  has  not  gone  beyond 
Arthur  Burns'  suggestion  for  a  "reassessment"  of  the 
monopoly.  "I  don't  think  that  anyone  has  a  firm  enough 
opinion  within  the  administration  to  say  that  putting  an 
end  to  the  private  express  statutes  will  help  the  Postal 
Service  or  the  public  or  anything  else,"  John  J.  Carey,  a 
postal  service  planner  in  the  Office  of  Management  and 
Budget,  told  Congressional  Quarterly.  Carey  suggested 
that  statements  from  well-placed  officials,  such  as  Burns 
and  Simon,  questioning  the  monopoly  were  intended  to 
"open  up  the  subject  to  debate." 

In  that  respect,  they  have  been  successful.  The 
National  Association  of  Manufacturers,  an  influential 
business  lobby,  has  proposed  an  end  to  the  monopoly. 
And  during  debate  over  the  Rousselot  amendment, 
moderate  Democrat  Paul  Simon  (111.)  said  he  felt  the 
idea  had  enough  merit  to  warrant  a  demonstration 
program  in  a  limited  geographical  area  of  the  country. 

That  the  proposals  for  repeal  are  being  considered  at 
all,  considering  their  long  history,  is  to  some  members  of 
Congress  a  measure  of  public  dissatisfaction  with  the 
performance  of  the  Postal  Service.  "I  think  the 
[Rousselot]  amendment  clearly  shows  how  desperate 
some  people  will  get  to  try  to  get  an  improved  mail  ser- 
vice," observed  Joe  Skubitz  (R  Kan.),  who  opposed  the 
amendment.  "I  have  reached  the  place  where  I  am  ready 
to  vote  for  anything  to  get  the  postal  corporation  out  of 
business  and  get  somebody  in  that  will  actually  start 
delivering  the  mail." 
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From  the  outset  we  should  appreciate  that  much  is  at  stake  when 
we  talk  about  the  future  of  the  mail  system,    for  its  health  goes  to  the 
heart  of  the  nation's  economic  vitality. 

Consequently,    solving  the  problems  of  the  Postal  Service  is  a 
major  issue  that  should  concern  everyone. 

The  first  fact  to  recognize  is  that  American  mail  service  ranks 
extremely  high  among  the  world's  postal  systems   --  highest,    in  fact,    if 
you  consider  that  we  handle  half  the  world's  mail  volume  and  deliver 
it  over  immense  distances. 

We  tend  to  neglect  this  fact,   because  the  American  mail  system 
has  operated  in  our  lifetime  virtually  without  interruption.     But  in  other 
nations,    people  know  better.     For  example,    in  Italy,    where  postal 
inefficiency  has  been  a  national  scandal,   businessmen  and  others  trust 
nothing  of  importance  to  the  mails.     In  Spain,    the  government  recently- 
drafted  striking  mailmen  into  the  army.     And  if  you  look  just  across  the 
border,   where  the  mail  recently  stopped  for  40  days,    you  will  see 
Canadians  still  counting  their  losses. 

American  visitors  to  Great  Britain  used  to  return  full  of  compliments 
about  the  British  mails.     No  more.     In  that  country,   a  mere  one-fortieth  the  size 
of  ours,   delivery  has  reportedly  slowed  while  rate  increases  have  accelerated. 
Posting  a  letter  in  Britain  costs   18  cents  today  and  is  expected  to  rise  to 
22  cents  later  this  year.     Nor  is  the  trend  peculiar  to  Britain.     First-class 
postage  is  now  23  cents  in  Australia,    18  cents  in  France,    23  cents  in 
Sweden,    19-1/2  in  West  Germany  and  almost  17  in  Japan. 

(more) 
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I  am  pleased  to  be  here  today. 

As  I  am  sure  you  are  aware,  I  come  before  you  at  a  time  when  the 
postal  system  faces  serious  financial  problems  --  while  perhaps  beginning 
to  price  itself  out  of  the  communications  market. 

Clearly,    something  must  be  done.     Today  I  would  like  to  discuss 
two  matters:     first,    the  financial  crisis  and  the  controversy  which 
surrounds  our  attempts  to  control  postal  costs.     Second,    some  fundamental 
long-range  problems,    the  solution  of  which  may  require  drastic  revisions 
in  our  nation's  approach  to  postal  service.     In  this  process,    I  will  raise 
some  subjects  which  to  some  may  be  heresy. 

We  must  face  the  fact  that  the  postal  reorganization  that  began 
almost  six  years  ago  was  a  beginning  --  and  that  the  Postal  Service  must 
continue  to  evolve. 

The  country  must  begin  to  discuss  the  Postal  Service  in  the  context 
of  economic  reality. 

(more) 
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In  the  end,   however,   comparisons  with  other  countries  mean  little 
to  the  American  people,   because  we  have  come  to  expect  the  best,    regard- 
less of  what  it  takes.      We  have  come  to  believe  it  is  our  birthright  to  have 
more  and  more  --  more  income,   more  leisure,   more  government  services 
and  so  on.     While  common  sense  tells  us  that  we  cannot  keep  drawing  out 
of  the  same  well  faster  and  faster  without  someday  reaching  bottom,   we 
have  acted  as  if  that  were  possible. 

It  has  taken  some  rude  shocks  to  begin  to  awaken  us  --  the  energy 
crisis;  a  financial  crisis  in  our  colleges  and  universities;  budget  agonies 
in  our  cities;  questions  about  the  future  of  the  Social  Security  fund. 

Clearly,   therefore,   the  Postal  Service's  woes,   though  larger 
than  most,   are  no  different  in  kind  from  those  afflicting  many  other 
institutions. 

The  current  system  was  shaped  in  1970  by  the  Postal  Reorganization 
Act,  which  abolished  the  old  Cabinet-level,  politically  intertwined  Post 
Office  Department  and  created  in  its  place  the  independent  Federal  agency 
known  as  the  U.   S.   Postal  Service. 

The  birth  of  this  new  organization  was  hailed  as  a  new  and  important 
departure  in  government.     With  the  introduction  of  "business-like  methods" 
into  postal  affairs,   it  was  said,   the  system  would  finally  be  placed  on  a 
sound  footing.     Accordingly,   the  new  law  provided  that  the  Postal  Service 
should  strive  to  pay  its  own  way  --to  break  even  financially  by  the  target 
year  of  1984. 

(more) 
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A  number  of  things  have  happened,   prime  among  them  inflation  -- 
double -digit  inflation  that  gobbled  up  our  revenue  at  an  unprecedented  pace. 

What  happened  was  that  inflation  was  joined  by  recession,   which  sent 
everyone  scurrying  to  cut  costs,    including  postal  costs. 

Before  long,   we  found  ourselves  in  a  downward  spiral.     Our  rate 
increases,   first  to  10  and  then  to  13  cents,   were  absolutely  necessary  to 
help  us  meet  costs.     Yet  they  also  have  tended  --  not  unexpectedly  --to 
dampen  mail  usage.     The  result  was  that  last  year,   for  only  the  third  time 
this  century,   mail  volume  declined,   by  almost  1  per  cent,    or  about  800 
million  pieces.     And  the  rate  of  decline  shows  no  sign  of  a  letup  this  year. 
In  turn,   this  has  hurt  revenue,   thus  increasing  the  pressure  for  yet  higher  rates. 

This  combination  of  forces  has  put  us  in  a  precarious  position.    Our 
equity,   which  was  a  healthy  $1.  7  billion  at  the  start  of  Fiscal  1972,    has 
been  dissipated.     By  the  end  of  this  year,   we  will  be  saddled  with  an 
estimated  negative  equity  of  $1.  3  billion.     Further,   we  will  soon  have  to 
borrow  once  again  to  meet  our  payroll. 

It  is  especially  hard  for  people  to  understand  why  these  problems 
persist,    since  we  just  recently  raised  rates.     The  answer  is  that  the 
13-cent  stamp  came  too  late. 

If  we  had  not  been  forced  by  the  regulatory  process  to  wait  two  whole 
years  to  win  permanent  approval  of  the  10 -cent  stamp,   we  could  have  moved 
to  obtain  a  13-cent  stamp  when  it  was  needed  --  last  July.     Had  this  happened, 
we  would  have  broken  even  this  year,    instead  of  adding  significantly  to  our 
deficit. 

(more) 
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During   these  events,   we  have  not  sat  idly  by,   waiting  to  be 
rescued.     Ve  have  moved  in  the  only  direction  open  to  us  --  the  cutting 
of  postal  costs.     For  example: 

*  We  have  intensified  our  effort  to  identify  non-essential  jobs. 

*  We  have  imposed  a   virtual  ban  on  all  outside  hiring  and  have 
begun  to  reassign  excess  employees  to  offices  where  their  services  are 
needed. 

*  We  have  prohibited  the  use  of  overtime  except  when  it  is  vital 
to  move  the  mails. 

*  We  have  deferred  some  capital  spending  and  initiated  a  program 
to  accelerate  the  selling  of  surplus  real  estate. 

*  We  are  cutting  deliveries  from  three-a-day  to  two-a-day  where 
the  practice  existed,    such  as  in  parts  of  New  York  City. 

*  And  we  have  begun  to  close  marginally  useful  post  offices  whose 
customers  can  be  served  at  least  as  well  by  another  post  office  or   alternative 
service,    such  as  rural  delivery. 

These  steps  --  and  others  being  contemplated  --  will  help  prevent 
our  immediate  financial  problem  from  growing.      But  there  is  no  way  that 
internal  cost- cutting  alone  can  wipe  out  our  current  deficit  and  correct  the 
continuing  imbalance  between  our  costs  and  revenue. 

For  one  thing,    it  takes  time  for  the  dollar  savings  from  such  economy 
measures  to  accumulate.     For  another,    the  Postal  Service  is  extremely 
vulnerable  to  having  roadblocks  thrown  across  its  path.     Our  13-cent  rate, 

(more) 


161 


-  6  - 
for  example,    is  still  being  contested  in  the  courts,    and  virtually  every  cost- 
reduction  program  has  met  active  resistance  from  one  or  more  of  the  parties 
affected. 

An  example  of  the  kind  of  roadblock  we  face  was  a  union-initiated 
court  suit  attempting  to  block  us  from  reassigning  43  excess  mail  handlers 
in  the  Birmingham,    Alabama,    Post  Office  to  other  jobs  in  other  locations. 
There  was  no  question  that  they  were  excess.     And  we  carefully  followed 
the  provisions  of  our  labor  contract  for  identifying,    notifying  and  reassigning 
the  excess  employees.      Yet,   before  we  could  follow  through  with  the  reassign- 
ment,   we  had  to  take  time  out  in  court  to  fight  a  case  of  alleged  discrimination. 
Then,    after  the  case  was  thrown  out  of  both  circuit  and  appeals  court,    the 
union  involved  took  the  case  to  arbitration.      This  case  is  still  in  arbitration, 
unresolved  after  five  and  one-half  months. 

Another  rather  bizarre  episode  on  this  subject  involved  a  recent  court 
action  blocking  us  from  closing  a  few  small  post  offices.      This  suit  was  filed 
by  a  number  of  members  of  Congress  and  financed  by  the   postmasters' 
organizations.     The  Congressmen  contended  that  they  would  suffer  "irreparable 
damage"  if  we  closed  these  offices  because  they  might  not  be  reelected. 

Another  example  involves  our  commitment  to  keep  reasonable  manage- 
ment salary  levels.     This  is  symbolized  by  a  letter  I  received  last  December 
from  the  postmaster  in  a  small  town  who  complained  bitterly  about  the 
postmaster  pay  schedule.      His  letter  prompted  me  to  do  some  investigating. 

(more) 
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I  learned  that  the  median  income  in  this  town  was  $10,  302  and  that  a  bank 
manager's  job  there  has  a  starting  salary  of  about  $10,  000  and  a  celling 
of  $15,000. 

In  his  four  years  and  eight  months  as  postmaster,   the  letter-writer's 
salary  had  increased  more  than  66  per  cent,    to  more  than  $17,000,   with 
no  substantial  increase  in  responsibilities.     Yet  he  was  complaining  that  he 
was  being  treated  unfairly.      This  is  the  sort  of  demand  to  which  public 
officials  are  going  to  have  to  say  "no.  " 

If  these  types  of  cost  cutting  efforts  mean  increasing  controversy, 
then  so  be  it. 

Because  almost  86  per  cent  of  all  our  costs  are  for  labor,   we  have 
concentrated  our  cost-control  efforts  in  that  area.     The  result  has  been  a 
reduction  of  19,  000  paid  positions  in  the  last  year  which  on  a  full-year 
basis  would  project  to  savings  of  a  quarter  of  a  billion  dollars.     We  intend 
to  cut  our  payroll  even  more.     Yet  we  have  to  face  the  fact  that  each  of  our 
employees  will  earn  more  this  year  than  last.      This  is  the  result  of  a 
three-year  National  Agreement  negotiated  with  postal  unions  last  summer. 
Some  observers  have  termed  this  contract  a  giveaway.      Let  me  assure  you 
it  is  not;  it  is  as  fair  and  reasonable  as  any  major  contract  in  the  private 
sector,   allowing  basic  wage  increases  averaging  just  under  4  per  cent  per 
year  plus  moderate  cost-of-living  allowances. 

Now,   having  laid  out  the  immediate  problem,    let  me  suggest  what 
I  think  can  be  done  about  it. 

(more) 
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Last  fall,    I  recommended  that  the  immediate  financial  problem  be 
dealt  with  through  a  temporary  doubling  of  the  appropriation  we  currently 
receive  for  public  services.     This  additional  appropriation  would  be  in  the 
magnitude  of  $920  million  and  would  be  extended  for  two  or  three  years, 
until  a  solution  to  the  more  fundamental  problems  could  be  devised. 

To  date,   there  has  been  little  progress  on  such  an  appropriation. 
Although  this  approach  has  received  some  individual  support,   particularly 
from  the  leaders  of  the  House  and  Senate  Post  Office  Committees,    the  sense 
of  the  Congress  and  the  Administration  clearly  appears  to  be  one  of  opposition 
to  any  increase  in  appropriations. 

In  the  interim,   we  feel  that  the  only  course  open  to  us  as  responsible 
managers  is  to  continue  to  cut  our  costs  wherever  we  can  and  however 
painful  it  may  be. 

There  should  be  no  misunderstanding:     Unless  additional  support  is 
forthcoming  through  appropriations,    our  vigorous  efforts  to  reduce  postal 
costs  will  have  to  continue  in  every  permissible   way  despite  opposition 
and  regardless  of  the  risks  posed  to  present  levels  of  postal  service. 

Now  let  me  talk  about  some  of  the  long-range  problems.     I  want  to 
stress  that  our  immediate  problems  represent  only  the  tip  of  the  iceberg. 
If  somehow  our  entire  deficit  could  be  wiped  off  the  books  tomorrow,   the 
cause  of  the  problems  would  remain,   and  new  deficits  would  be  quickly 
incurred.     For  our  basic  difficulty  lies  in  providing  a  service  that  may 
become  less  and  less  economically  justifiable  and  could  become  obsolete. 

(more) 
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At  the  time  postal  reform  was  being  debated  in  the  late  Sixties, 
some  assumptions  were  made  that  have  since  been  invalidated  with  the 
passage  of  time.      Perhaps  the  most  important  was  that  mail  volume  would 
always  keep  rising. 

In  1967,    in  his  speech  unveiling  the  original  proposal  for  postal 
reorganization,    then-Postmaster  General  Lawrence  O'Brien  lamented  that 
some  people  "seem  to  view  the  Post  Office  Department  as  a  kind  of  sponge 
that  can  absorb  any  amount,   any  increase,    in  mail.  " 

"I  am  afraid  the  sponge  is  full,  "  he  said. 

Since  then,    the  sponge  has  begun  to  dry  up,    as  the  boom  of  the 
1960s  has  given  way  to  the  lean  years  of  the  '70s,    as  major  mailers  turned 
to  alternative  means  of  communication,    and  as  American  habits  continued 
to  change.      Our  mail  volume  for   1974,    slightly  over  90  billion  pieces,   will 
probably  stand  forever  as  our  peak,    for  we  project  that  over  the  next  five 
years  volume  will  slump  to  83  or  84  billion  --  and  never  recover. 

Part  of  this  trend  results  from  the  fact  that  rate  increases  have 

depressed  mail  volume,    as  I  have  mentioned.     Faced  with  increased  postage 

costs,   businesses  have  reduced  their  mail  usage,    or  gone  to  other  means 

altogether.      For  example,    Time,    Newsweek  and  Dow-Jones  are  testing 

the  feasibility  of  direct  "newsboy"  delivery.     Time  has  gone  even  one  step 

further:     Its  People  magazine  has  no  subscribers;  it  is  sold  exclusively  on 

newsstands.      Various  utility  companies  are  experimenting  with  direct  delivery 

of  residential  bills.      To  sense  the  trend,    all  you  have  to  do  is  ask  yourself 

whether  you  sent  and  received  as  many  Christmas  cards  last  year  as   in 

previous  years. 
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In  addition  to  price  sensitivity,   we  are  also  losing  volume  to 
technology.     It  is  no  secret  that  the  telephone  comes  before  the  letter  in 
personal  communications  when  Americans  need  to  communicate  in  a  hurry. 
Even  more  important,    electronic  funds  transfer,    the  direct  exchange  of 
funds  between  computers,    has  grown  in  recent  years,    and  it  has  only  one 
place  to  go  in  the  future  --  and  that,    of  course,    is  up. 

The  Treasury  Department,    for  example,    estimates  that  by  1979 
it  may  do  away  with  as  much  as  40  per  cent  of  the  600  million  checks  it 
issues  annually.     It  will  still  pay  these  funds,   but  through  direct  transfer, 
not  through  checks  that  travel  by  mail. 

Though  it  is  difficult  to  quantify,    we  also  suffer  from  a  change  in  the 
basic  nature  of  the  mail,    whose  role  and  importance  in  our  society  is 
diminishing. 

This  can  be  seen  in  the  case  of  a  75-year-old  widow,  a  typical  Social 
Security  recipient  living  in  one  of  our  major  cities.  This  is  a  woman  who  in 
all  likelihood  relies  on  her  monthly  Social  Security  check  to  keep  her  going. 

The  Social  Security  Administration  is  initiating  a  program  to  transfer 
payments  directly  to  banks.      While  this  will  mean  a  sizeable  loss  of  business 
for  the  Postal  Service,    it  could  also  significantly  improve  service  to  the  lady, 
and  all  the  millions  like  her.    For  such  direct  transfer  would  reduce  costs  and 
could  eliminate  some  of  the  uncertainties  of  hand  delivery  of  her  funds. 

You  have  probably  also  heard  about  innovative  payment  systems  in 
which  direct  transfer  of  funds  can  be  executed  by  an  individual.      Common 
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characteristics  of  these  systems  are  convenience  and  lower  costs.     In  fact, 
there  is  a  system  being  tested  in  a  number  of  cities  where  the  individual 
can  pay  all  of  his  bills  with  one  phone  call  without  buying  an  envelope, 
without  buying  a  stamp,    or  without  writing  a  check.     And  the  cost  is  only 
10  cents  per  transaction.     Since  over  half  our  first-class  mail  volume 
involves  bills  and  payments,    losses  such  as  I  have  been  discussing  would 
deliver  us  a  mighty  blow. 

However,   progress  will  not  be  deterred.     The  old  order  always 
changes  --in  mass  communications,   as  in  everything  else.     And  when  a 
change  results  in  savings  for  society  and  a  more  efficient  use  of  national 
resources,   everyone  should  support  it. 

Postal  policies,  if  they  are  to  be  in  the  interest  of  our  employees  as 
well  as  the  national  interest,  should  not  be  pointed  toward  resisting  change 
but  rather  should  recognize  change  and  adapt  to  it. 

In  addition  to  the  loss  of  volume,   three  other  factors  --  none 
emphasized  at  the  time  of  Reorganization  --  contribute  to  the  bleak  outlook 
of  the  Postal  Service. 

The  first  factor  is  that  a  substantial  portion  of  our  costs  does  not  vary 
with  volume.     It  might  seem  that  since  we  know  we  will  be  handling  fewer 
pieces  of  mail,   we  should  be  able  to  cut  costs  proportionately.     But  the 
economics  of  postal  service  are  not  that  simple.     While  mail  volume  will 
almost  certainly  continue  to  decline,   the  number  of  delivery  points  we  must 
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service  will  almost  certainly  continue  to  increase.      New  households  are 
formed;  and  businesses  expand  their  locations  to  serve  these  households. 
And  as  the  number  of  new  addresses  to  be  served  grows  --  at  a  rate  of 
about  2  per  cent  a  year  --  our  costs  will  grow  in  a  way  unrelated  to  income. 

The  second  factor  is  that  a  major  portion  of  these  costs  are  incurred 
while  providing  services  which  are  mainly  for  the  recipients  of  mail.      For 
example,    delivery  to  the  door  rather  than  to  curb-side  mail  boxes.     Since 
most  citizens  receive  more  mail  than  they  send  --  most  of  our  volume  being 
generated  by  commercial  mailers  --  we,   as  individuals,   tend  to  see  little 
economic  consequence  in  the  maintenance  of  ever-more-costly  traditional 
services. 

The  third  factor  is  that  in  the  foreseeable  future,   postal  mechanization 
will  reach  the  limit  of  what  we  can  realistically  expect  it  to  do  in  increasing 
productivity.     Over  the  past  five  years,   we  have  been  able  to  boost  productivity 
significantly,    thanks  largely  to  mechanization. 

Prior  to  the  Reorganization,    the  growth  in  number  of  employees 
traditionally  outpaced  even  the  growth  of  volume.      Under  the  Postal  Service, 
this  trend  has  been  reversed. 

We  are,    in  short,   performing  a  larger  job  with  fewer  employees,    due 
to  increased  mechanization,    improved  work  methods,    and  a  construction 
program  that  has  converted  many  decrepit  postal  facilities  into  efficient 
places  to  work. 

(more) 


168 


-   13  - 

However,  returns  from  mechanization  are  getting  harder  and  more 
expensive  to  realize  and  will  probably  be  less  significant  in  the  future  than 
in  recent  years. 

If  these  trends  continue  --  increasing  addresses  and  decreasing  volume, 
costs  too  loosely  related  to  rates  and  revenue,    and  diminishing  returns  from 
mechanization  --  we  may  well  find  all  classes  of  mail  victims  of  the  cream 
skimming  which  has  affected  parcel  post  in  recent  years.      We're  heading  for 
a  potential  disaster  which  can  be  described  in  four  short  steps: 

1.  despite  continuing  cost  reduction  programs,    postal  costs 
will  continue  to  grow; 

2.  the  average  citizen  will  continue  to  demand  the  full  range 
of  traditional  services; 

3.  the  cost  of  services  will  be  increasingly  loaded  on  fewer 
mailers;   and 

4.  mailers  will  shift  to  lower  cost  alternatives  if  they  can. 

And  this,    of  course,    is  a  vicious  spiral  which  will  destroy  the  postal 
system. 

We  must  come  to  grips  with  the  need  for  basic  changes  to  solve  these 
fundamental  problems. 

Some  suggestions  have  already  been  offered. 

The  Wage  and  Price  Stabilization  Council,    for  example,    has  recommended 
a  study  of  the  feasibility  of  repealing  the  Private  Express  Statutes,   which  give 
the  Postal  Service  a  monopoly  on  the  delivery  of  letter  mail. 
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Several  union  officers,  among  others,  have  pushed  another  proposal, 
to  make  up  the  postal  deficit  simply  by  enlarged  subsidies  from  the  Federal 
Treasury.  The  Defense  Department  isn't  expected  to  pay  its  own  way,  they 
say,    so  why  expect  it  of  the  Postal  Service? 

One  union  official  has  gone  so  far  as  to  suggest  reducing  rates  and 
making  up  the  difference  from  appropriated  funds. 

And  the  House  of  Representatives  has  done  more  than  suggest.      Last 
fall,   they  passed  a  bill  that  would  have  the  effect  of  returning  postal  affairs 
to  Congressional  management. 

I  believe  each  of  these  three  courses  is  unwarranted  and  would  only 
aggravate  an  already  difficult  situation. 

Repeal  of  the  Private  Express  Statutes  would  generate  vigorous 
competition, all  right  --  but  only  for  the  most  profitable  delivery  routes. 

In  the  parcel  business  which  is  not  protected  by  the  Private  Express 
Statutes,   we  find  private  competitors  occasionally  unwilling  to  serve  rural 
America  and  bringing  packages  addressed  to  remote  locations  to  the  Post 
Office  for  delivery. 

Since  it  is  inconceivable  that  any  Congress  or  Administration  would 
abandon  universal  mail  delivery  to  all  the  crossroads  of  America,    that  job 
would  presumably  remain  the  mandate  of  the  Postal  Service,    meaning 
either  far  higher  rates  or  far  higher  deficits,    or  both. 

Complete  reliance  on  the  Federal  Treasury,    on  the  other  hand,    would 
inevitably  reduce  the  incentive  to  try  to  balance  costs  and  revenues.      It  would 
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also  create  an  atmosphere  of  false  security  while  the  basic  problems  would 
continue  to  build. 

In  the  last  year  before  Postal  Reorganization,    FY  1971,    24  per  cent  of 
postal  revenue  was  paid  for  by  the  taxpayers  while  this  year  that  percentage 
is  down  to  12.     Thus,   while  we  are  a  long  way  from  financial  independence,   we 
have  made  a  considerable  improvement  over  what  was  done  in  the  past. 

To  revert  to  massive  permanent  subsidies  or  an  annual  appropriation, 
it  should  be  understood,   would  inevitably  mean,    in  effect,   a  return  to 
Congressional  management  of  postal  affairs.     I  think  this  would  be  a  grave 
mistake,   because  frankly,    I  see  nothing  in  precedent  or  practice  that  shows 
any  special  Congressional  aptitude  for  cost-cutting.     One  Senator,   explaining 
why  he  was  a  plaintiff  in  the  recent  suit  to  block  the  closing  of  small  post 
offices,    said  that  the  costs  should  be  covered  by  "raising  taxes.  "     This  was 
after  stating  in  the  suit  that  our  policy  on  the  closing  of  unneeded  small  offices 
threatened  the  plaintiffs'  reelection.     Nor  do  I  think  that  535  members  of 
Congress  would  have  been  able  to  surpass  our  record  of  the  last  five  years   -- 
to  promote   14,000  postmasters  solely  on  merit,    reduce  manyears  by  4-1/2 
per  cent,    and  negotiate  with  unions  representing  600,  000  employees. 

Further,    reverting  to  Congressional  control  would  imply  that  Postal 
Reorganization  has  been  a  failure.     And  this  is  simply  not  true.     For  in  its 
short  lifetime,    the  Postal  Service  has  successfully  produced  many  of  the 
reforms  that  Congress  mandated. 

It  has  removed  postal  affairs  from  the  partisan  political  arena, 
creating  a  system  based  on  merit  and  professionalism. 
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It  has  brought  postal  workers'  pay  and  working  conditions  up  to  the 
standards  of  the  private  sector  and  opened  the  doors  of  advancement  to 
employees. 

And  above  all,    it  has  pushed  and  pulled  the  postal  giant  into  the  modern 
industrial  era,   where  it  should  have  been  decades  ago. 

All  of  this,    I  want  to  stress,    has  taken  place  without  sacrificing  service 
performance,   which  --  despite  many  loud  claims  to  the  contrary  --  continues 
to  be  good.     And  we  can  support  this  with  carefully  monitored  tests  of  our 
own  and  those  of  several  major  mailers. 

Therefore,   we  should  not  repeal  Reorganization,   but  rather  should 
build  on  those  aspects  of  it  that  clearly  have  worked. 

Let  me  repeat,    I  believe  we  must  face  the  fact  that  the  postal 
reorganization  that  began  almost  six  years  ago  was  not,    in  itself,    a  solution, 
but  rather  a  beginning  --  and  that,   if  the  Postal  Service  is  to  be  a  sound 
institution,    it  must  continue  to  evolve. 

This  evolution  must  recognize  that  in  the  years  since  the  postal  reform 
act  was  debated  and  passed,   many  changes  have  taken  place  in  a  very  dynamic 
world.      Recent  changes  in  postal  policies  have  naturally  been  those  needed 
most  --  and  those  most  easily  accomplished.     Some  of  the  fundamental  changes 
which  may  lie  in  the  future  are  as  much  a  part  of  postal  reform  as  anything 
that  has  happened  to  date. 
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In  his  provocative  book,    Management:     Tasks,    Responsibilities, 
Practices,    Peter  Drucker  states: 

"All  service  institutions  are  threatened  by  the 
tendencies  to  cling  to  yesterday  rather  than  to  slough 
it  off,    and  to  put  their  best  and  ablest  people  on  defending 
what  no  longer  makes  sense  or  serves  a  purpose. 
Government  is  particularly  prone  to  this  disease.  " 

I  certainly  do  not  advocate  abandonment  of  the  postal  system.     But  I 
do  believe  that  it  must  continue  the  evolution  begun  with  the  Postal 
Reorganization  Act. 

In  re-examining  the  way  the  Postal  Service  operates,    I  believe  we 
must  re -evaluate  traditional  concepts  of  mail  service  to  see  if  they  still 
have  value  in  modern  America. 

Do  all  Americans   really  need  six-day-a-week  delivery? 

Do  we  all  really  need  mail  delivered  to  our  front  doors? 

Do  we  really  need  40,  000  post  offices,    stations  and  branches? 

Should  all  first-class  letters  cost  the  same?     That  is,    should  a 
metered,   typewritten,    ZIP  Coded,   bulk  mailing  cost  the  same  amount  per 
piece  as  individual  correspondence? 

Should  almost  1  per  cent  of  the  national  workforce  be  devoted  to  mail 
service? 

These  are  among  the  questions  being  asked  at  the  Postal  Service  that 
I  believe  all  Americans  must  begin  to  ask. 
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We  must  also  consider  whether  the  factors  that  caused  this  organization 
to  grow  to  its  size  are  related  to  our  times?     The  Post  Office  Department  was 
founded  and  expanded  to  promote  news,    culture  and  commerce  in  the  hinterland 
and  to  link  individuals  scattered  across  a  wild  frontier.      Now,    however,   we 
live  in  a  society  where  almost  every  home  has  a  telephone,    several  radios, 
a  television  set  and  an  automobile  that  provides  ready  access  to  shopping, 
banking,    education  and  other  services. 

We  must  ask  whether  we  are  willing  to  pay  the  escalating  cost  of 
postal  business  as  usual  or  whether  there  are  services  over  and  above 
what  we  really  need. 

This  choice  comes  down  to  how  much  weight  Americans  are  willing 
to  give  mail  service  on  the  scale  of  national  priorities,   balanced  against 
education.  .  .    national  defense.  .  .  environmental  and  consumer  protection.  .  . 
welfare  programs.  .  .    veterans  benefits  and  the  host  of  government  services 
we  currently  receive.      For  it  is  clear  that  when  it  comes  to  government 
services,    the   public  cannot  have  its  cake  and  eat  it,    too.     It  must  either 
pay  the  growing  price,    or  be  willing  to  give  up  something. 

If  the  public  elects  to  continue  the  postal  system  in  its  present  form, 
it  will  have  to  pay  a  steep  price.     It  may  find  the  first-class  stamp  becoming 
a  luxury  item  in  the  next  decade  and  the  Postal  Service  a  ponderous  and  costly 
left-over  from  simpler,    more  affluent  times. 

Obviously,    we  must  prevent  this  from  happening.      We  must  seriously 
examine  the  possibility  of  restructuring  both  the  services  provided  by  the 
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postal  system  and  the  schedule  of  payment  for  these  services.     We  must, 
I  believe,    consider  trimming  back  those  services  that  no  longer  make 
economic  sense  or  label  them  for  what  they  are  and  arrange  a  system  of 
subsidies  that  covers  their  cost.     And  we  must  identify  within  each  class 
of  mail  the  actual  costs  of  serving  various  types  of  users  and  charge 
accordingly. 

The  keynote  of  the  postal  future  must  be  flexibility  --  flexibility 
to  provide  more  service  for  those  who  need  more  and  are  willing  to  pay  for 
more  --  and  we  can  do  that  --  and  flexibility  to  trim  service  where  it  is 
really  not  needed  in  order  to  save  all  users  unnecessary  expense. 

In  contrast,   it  is  a  sure  prescription  for  disaster  to  continue  to 
perform  uneconomical  services  and  then  to  pass  the  cost  to  the  users,   for 
this  will  ultimately  result  in  these  very  users  turning  to  other  forms  of 
communications  and  distribution. 

To  achieve  this  will  require  a  fundamental  change  in  attitude  by 
citizens.     We  must  recognize  that  postal  service  is  a  service  like  any 
other  --a  service  that  we  pay  for  through  postage  and  tax  dollars  --  not 
a  political  birthright,   deeded  to  us  as  a  gift  by  our  government. 

The  fact  is  that  most  citizens  get  nothing  free  from  government;  they 
get  back  only  what  they  have  already  contributed.      And  when  we  talk  about 
"government  expenditures"  we  really  mean  "citizen  expenditures.  "    Viewed 
this  way,   adjusting  postal  service  to  meet  real  needs  can  be  seen  for  what  it 
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is   --an  effort  to  save  the  citizen's  hard-earned  dollar,    not  the  stealing 
of  something  he  got  for  nothing  or  the  revocation  of  a  birthright. 

Two  centuries  ago  Thomas  Jefferson  very  sensibly  said,    "As  new 
discoveries  are  made,    new  truths  discovered,    and  manners  and  opinions 
change  with  a  change  in  circumstances,    institutions  must  advance  also  and 
keep  pace  with  the  times.  " 

Perceptions  of  what  postal  service  in  this  country  should  be  have 
too  long  rested  on  a  foundation  of  myths  and  nostalgia. 

It  is  time  for  all  of  us  --  for  every  American  --to  view  postal 
services  in  terms  of  economic  reality. 

As  Jefferson  pointed  out,    "manners  and  opinions  must  change  with 
a  change  in  circumstances.  "    And  when  circumstances  and  economic 
reality  point  to  the  need  to  tighten  our  belts,   we  must  adapt. 

We  "must  advance  also  and  keep  pace  with  the  times.  "     If  we  fail 
to  recognize  the  truth  of  this  and  fail  to  react  responsibly,    we  risk  having 
a  vital  public  service  become  an  anachronism. 

This  must  not  happen.     Important  decisions  must  be  made.      They 
must  be  made  as  part  of  a  far-reaching  public  dialogue. 

I  want  this  speech  to  initiate  such  a  dialogue.  I  call  on  the  American 
people  to  share  with  me  their  views  so  that  we  may  begin  the  crucial  task  of 
establishing  a  long-range  postal  policy  --a  policy  that  will  permit  us  to 
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serve  the  American  people  better  than  ever  before.     To  provide  the 
necessary  services  at  the  lowest  practical  costs;  now,   that's  my  idea  of 
good  service. 

We  need  a  constructive  dialogue  --  unafraid  of  change  --  that  sweeps 
away  all  the  rhetoric,   partisanship  and  finger-pointing  that  have  for  so 
long  characterized  postal  affairs. 

Upon  such  a  constructive  foundation,    I  am  convinced  we  can  build 
a  realistic,    economically  sound  postal  system  of  which  every  American 
can  be  proud. 

Thank  you. 
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CONGRESSIONAL  RECORD  —  SENATE 

March  18,  1976 


THE   POSTAL  SERVICE 

Mr.  McGEE.  Mr.  President,  the  time 
has  come  to  speak  bluntly  about  the 
Postal  Service  and  its  apparent  alarm- 
ing course. 

Let  me  first  state  my  points  briefly  and 
succintly  and  then  later  in  my  remarks 
I  shall  try  to  elaborate.  I  oppose  the  fol- 
lowing items  which  have  received  far 
too  much  attention  to  the  detriment  of 
the  real  problems  confronting  the  U.S. 
Postal  Service  and  its  patrons: 

First.  I  oppose  wholesale  closing  of 
small  post  offices. 

Second.  I  oppose  reducing  6-day  de- 
livery by  any  number  of  days; 

Third.  I  oppose  service  reductions  to 
downtown  business  customers  in  10  east 
coast  cities; 

Fourth.  I  oppose  service  curtailment 
now  being  planned  in  14  additional  cities 
in  the  South; 

Fifth.  I  oppose  the  nonsense  that  is 
sometimes  abroad  and  which  recom- 
mends that  the  Postal  Service  be  turned 
over  completely  to  private  enterprise; 

Sixth.  I  oppose  the  far  too  prevalent 
resistance  in  the  White  House  to  increase 
public  service  subsidies  to  the  Postal 
Service  which  desperately  needs  those 
subsidies;  and 

Seventh.  I  oppose  the  apparent  at- 
tempt on  the  part  of  the  Postmaster 
General  to  circumvent  the  policymaking 
role  of  the  Congress. 

The  Congress  is  under  a  constitutional 
Imperative  to  set  policy  for  the  Postal 
Service.  It  has  done  so  and  will  continue 
to  do  so.  The  Senate  Committee  on  Post 
Office  and  Civil  Service  is  right  now  em- 
barked upon  addressing  itself  to  the 
problems  of  the  Postal  Service  and  to  the 
problem  of  setting  policy  for  the  U.S. 
Postal  Service.  This  is  precisely  what  the 
committee's  hearings  on  S.  2844  have 
been  all  about. 

Mr.  President,  the  Postal  Service  re- 
cently announced  service  reductions  for 
its  downtown  business  customers  in  10 
major  east  coast  cities.  Service  curtail- 
ments in  14  additional  cities  in  the  South 
are  now  being  planned. 

These  service  cuts  are  the  latest  ex- 
ample of  erosions  in  the  quality  of  our 
postal  service — erosions  that  must  be 
stopped. 

We  are  now  seeing  cutbacks  not  only 
in  the  cities  but  also  in  the  rural  areas 


where  small  post  office  closings  are  pro- 
ceeding apace.  The  Postal  Service  has 
closed  186  small  offices  since  last  July. 
An  additional  600  are  earmarked  for  ex- 
tinction. 

Members  will  recall  that  the  Congress 
relied  heavily  upon  the  Kappel  Commis- 
sion report  in  its  consideration  of  postal 
reorganization  in  1970. 

How  did  that  Commission  envision  the 
quality  of  service  under  the  new  un- 
shackled management?  The  Commis- 
sion's report  said,  "Postal  management 
should  not  only  upgrade  the  reliability 
of  day-to-day  mail  delivery  to  both  ur- 
ban and  rural  areas,  but  should  turn  its 
attention  also  to  the  unfulfilled  needs  of 
the  public  for  additional  public  services." 

Despite  this  glowing  prediction,  the 
Senate  committee  report  on  the  Postal 
Reorganization  Act  warned: 
1  The  Committee  reports  the  bill  with  the 
reminder  to  present  and  future  postal  man- 
agers that  the  system  will  work  only  if  the 
public  interest  is  kept  as  the  paramount 
criterion  in  every  decision  made. 

That  was  not  just  an  idle  admonition, 
for  it  is  backed  up  by  the  law. 

On  post  office  shut-downs,  the  law 
says: 

No  small  post  office  shall  be  closed  solely 
for  operating  at  a  deficit,  it  being  the  speci- 
fic intent  of  the  Congress  that  effective  pos- 
tal services  be  insured  to  residents  of  both 
urban  and  rural  communities. 

To  me,  that  is  clear.  It  means  that 
Congress,  the  President,  and  the  people 
oppose  the  wholesale  shutting  down  of 
post  offices  in  remote  and  rural  areas  as  a 
matter  of  public  policy. 

Yet  a  high-ranking  postal  official  takes 
a  different  view.  Last  month  when  53 
Members  of  Congress,  joined  by  the  two 
postmasters'  organizations,  obtained  a 
temporary  restraining  order  in  an  effort 
to  put  a  stop  to  post  office  closings,  that 
Postal  Service  spokesman  accused  the 
Members  of  Congress  who  were  a  party 
to  the  suit  of  endorsing  "makework  or 
featherbedding." 

It  is  astounding  to  me  that  a  responsi- 
ble official  would  so  derogate  the  very 
public  policy  which  was  established  to 
guide  his  own  efforts  and  those  of  every 
other  postal  administrator. 

As  for  service  cutbacks,  the  law  pro- 
vides that  the  Postal  Service  must  re- 
quest an  advisory  opinion  of  the  Postal 
Rate  Commission  before  making  service 
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changes  on  a  nationwide  or  substantially 
nationwide  basis.  Now  reasonable  men 
may  differ  in  their  evaluations  of  wheth- 
er service  cutbacks  in  24  major  cities 
is  "nationwide  or  substantially  nation- 
wide." Although  postal  patrons  in  those 
cities  receive  mail  from  correspondents 
located  "nationwide,"  I  would  not  press 
the  point.  Nevertheless,  the  intent  and 
spirit  of  the  law  are  clear.  Postal  policy 
as  determined  by  Congress  envisions 
substantial  public  consideration  and  as- 
sessment before  major  service  cuts,  such 
as  the  ones  just  announced,  are  made; 
and  I  regret  that  we  must  learn  of  such 
service  reductions  in  the  news  media 
after  the  fact. 

Certainly,  however,  the  Postmaster 
General  must  now  realize  that  his  pub- 
lic statements  about  reducing  service 
amount  to  more  than  numbers  in  a  prof- 
it-and-loss  statement;  for  the  Postal 
Service  touches  us  all  wherever  we  live,  a 
fact  recognized  and  reiterated  in  the 
policy  section  of  the  Reorganization  Act. 

Profit  and  loss,  of  course,  must  be 
one  of  the  Postmaster  General's  chief 
preoccupations,  for  by  the  end  of  this 
fiscal  year,  the  Postal  Service  will  be 
laboring  under  a  cumulative  deficit  in  ex- 
cess of  $3  billion.  But  a  deficit  of  such 
proportions  cannct  by  any  means  what- 
ever be  offset  by  the  cost-cutting  steps 
so  far  taken  by  the  Postmaster  General. 
Consider  for  a  moment  the  size  of  the 
savings  realized  by  cutting  service  when 
compared  with  the  cost  of  operating  the 
whole  postal  system. 

The  Postal  Service  proudly  maintains 
that  a  saving  of  $2  million  was  made 
possible  by  the  closing  of  186  post  offices 
since  July  of  last  year.  The  total  annual 
postal  budget  is  $14.5  billion  for  fiscal 
year  1976.  The  manpower  cost  alone — 
86  percent  of  the  total  budget — works 
out  to  $14.2  million  per  hour.  The  $2 
million  the  Postal  Service  has  saved  in 
its  current  post  office  closings  would  pay 
manpower  costs  for  the  total  system  for 
exactly  9  minutes. 

So  for  the  equivalent  of  9  minutes  of 
operating  time,-  the  Postal  Service  in- 
curred the  wrath  of  53  Members  of  Con- 
gress, provoked  a  lawsuit,  and  per- 
suaded thousands  of  mail  users  that,  In 
yet  another  public  area,  the  quality  of 
life  in  the  United  States  is  diminishing. 

The  Postmaster  General  must  pre- 
serve current  levels  of  service.  The  cuts 
made  in  the  past  several  years  and  those 
now  contemplated  are  too  many  and  too 
deep. 

Air  star  routes  for  overnight  service 
have  been  abandoned. 

Same-day      delivery      in      downtown 


areas — the  ABCD  program — has  gone 
aglimmering. 

Local  mail  has  been  slowed  down  by 
mingling  it  with  area  mail. 

Residential  area  mail  pickup — with  a 
sweep  at  the  end  of  the  day — has  all  but 
dried  up. 

And  now  three  downtown  deliveries 
a  day,  formerly  reduced  to  two,  are  being 
cut  even  further  in  major  cities. 

Mr.  President,  the  Postmaster  Gen- 
eral has  journeyed  to  Detroit,  Mich.,  and 
to  San  Francisco,  Calif.,  to  find  forums 
in  which  to  call  on  the  American  people, 
as  he  said,  "to  share  with  me  their  views 
so  that  we  may  begin  the  crucial  task 
of  establishing  long-range  postal  policy." 

In  his  Detroit  speech  before  the  Eco- 
nomic Club,  he  called  for  a  revaluation 
of  mail  service  to  see  whether  they  still 
have  value  in  modern  America.  Admit- 
ting that  there  is  no  way  that  internal 
cost  cutting  alone  can  wipe  out  the  cur- 
rent postal  deficit  and  correct  the  im- 
balance between  costs  and  revenues,  he 
asked  these  questions  of  his  audience: 

Do  all  Americans  really  need  six-day-a- 
week  delivery? 

Do  we  all  really  need  mail  delivered  to 
our  front  doors? 

Do  we  really  need  40,000  post  offices,  sta- 
tions and  branches? 

Should  all  first-class  letters  cost  the 
same?  That  is,  should  a  metered,  type- 
written, ZIP  Coded,  bulk  mailing  cost  the 
same  amount  per  piece  as  Individual  cor- 
respondence? 

Under  current  postal  policy,  the  an- 
swer to  these  questions  is  "probably  yes"; 
and  it  is  important  that  any  change 
contemplated  must  only  occur  under  law. 
The  proper  forum  for  airing  the  Post- 
master General's  views  is  in  the  Congress 
of  the  United  States.  All  of  us  know, 
from  our  mail,  from  our  talks  with  folks 
at  home  what  kind  of  service  the  aver- 
age citizen  wants.  He  wants  postal  serv- 
ice as  good  as  possible;  at  least  no  worse 
than  it  is  now.  And  it  is  in  the  Congress 
that  these  and  other,  perhaps  divergent, 
views  should  be  weighed,  assessed,  and 
decided  upon.  Congress  is  here  for  that 
purpose — to  se,t  public  policy,  including 
the  broad  guidelines  under  which  the 
Postal  Service  will  be  operated. 

Mr.  President,  the  Post  Office  and 
Civil  Service  Committee  is  currently  in 
the  midst  of  hearings  on  a  bill  which  I 
sponsor  to  increase  substantially  the 
public  service  allowance  authorized  by 
the  Congress  to  allow  the  Postal  Service 
tc  operate  a  universal  mail  system  serv- 
ing all  the  people. 

Among  the  important  purposes  of  the 
bill  is  to  reduce  the  frequency  of  postal 
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rate  increases.  If  postal  revenues  and 
costs  can  be  brought  more  nearly  into 
consonance  by  the  additional  funding 
the  bill  would  authorize,  I  am  confident 
that  the  constant  upward  spiral  of  rates 
can  be  substantially  slowed.  Rates  in- 
evitably will  increase  as  costs  go  up,  but 
over  the  past  5  years  first-class  rates 
have  far  outdistanced  the  Consumer 
Price  Index.  Since  May  1971,  when  the 
8-cent  rate  became  effective,  first-class 
postage  has  risen  63  percent.  At  the  same 
time,  the  CPI  has  increased  35  percent. 
May  bill  would  slow  down  rate  increases 
and  this  effect,  we  are  confident,  would 
help  maintain  the  stable  mail  volume 
upon  which  the  Postal  Service  relies  so 
heavily  for  revenue. 

In  its  consideration  of  S.  2844,  the 
committee  has  heard  testimony  from 
Postmaster  General  Ben  Bailar.  He  en- 
dorsed the  thrust  of  the  measure  and 
responded  to  questions  about  postal 
operations.  It  is  true  that  in  his  testi- 
mony he  also  questioned  whether  the 
present  structure  of  traditional  postal 
services  is  essential  or  relevant  to  our 
future  national  needs,  but  nowhere  did 
he  call  for  a  national  dialog  or  request 
far-reaching  policy  changes. 

Now  that  he  has  unveiled  in  Detroit 
and  San  Francisco  his  strong  misgivings 
about  the  economic  viability  of  a  uni- 
versal postal  service  for  America,  I  think 
it  appropriate  to  ask  him  to  discuss  these 
views  in  greater  detail  with  the  commit- 
tee— with  Members  of  the  Senate  respon- 
sible under  the  Constitution  for  con- 
sidering the  kind  of  broad-gage  changes 
he  has  been  suggesting  around  the 
country. 

Accordingly,  I  am  scheduling  a  hear- 
ing for  March  29 — a  hearing  at  which 
the  Postmaster  General  and  his  staff  will 
be  the  sole  witnesses.  In  addition  to 
hearing  his  views  on  why  the  scope  of 
postal  operations  should  be  reduced,  the 
committee  will  want  to  question  him  on 
service  cuts.  And  I  will  ask  for  his  as- 
surance that  he  will  maintain  service  at 
its  current  levels  in  accordance  with  the 
guarantees  of  the  Postal  Reorganization 
Act.  For  that  law  must  prevail  unless  or 
until  it  is  changed. 
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WEDNESDAY,    MARCH     17,     1976 

Paying  for  the  Mail 


IT  MAY  SEEM  HERETICAL  for  a  Postmaster  General 
to  suggest  that  postal  service  as  Americans  know  and 
love  it  "could  become  obsolete."  But  Postmaster  Gen- 
eral Benjamin  F.  Bailar  said  exactly  that  last  week  in 
*.  gloomy  speech  in  Detroit.  His  message  was  not  just 
that  the  era  of  six-days-a-week,  door-to-door  mail  de- 
livery is  ending;  he  warned  that  the  Postal  Service 
may  never  be  economically  so\ind  even  if  drastic  cut- 
backs in  service  are  made. 

Problems  at  the  post  offices  are  nothing  new.  In 
fact,  it  was  the  government's  inability  to  manage  the 
mails  that  led  Congress  to  put  the  system  on  a  "busi- 
ness-like" basis  in  1970  and  direct  the  new  agency  to 
improve  service,  cut  losses,  increase  workers'  salaries 
and  modernize  facilities.  But  from  the  start  those 
goals  have  been  impossible  to  reconcile.  Some  major 
management  mistakes  and  generous  labor  settlements 
have  run  up  costs;  soaring  inflation  and  energy  prices, 
unanticipated  in  1970,  have  had  a  devastating  effect. 
According  to  the  General  Accounting  Office,  cost-of- 
living  increases  in  postal  workers'  pay  have  totaled  $987 
million  in  the  past  two  years,  while  every  one-cent  in- 
crease in  the  price  of  gas  has  cost  the  Service  $3.5 
million  per  year. 

Contrary  to  popular  belief,  the  quality  of  postal 
service  has  improved  since  the  dismal  days  of  1971. 
Even  so,  the  immense  volume  of  mail  makes  a  large 
inumber  of  complaints  inevitable.  (GAO  has  noted 
that  if  95  per  cent  of  first-class  mail  were  delivered 
on  time,  2.6  billion  letters  per  year  would  still  be  late.) 
What  really  worries  Mr.  Bailar  is  that  as  postal  rates 
have  climbed,  postal  patronage  has  begun  to  drop.  More 
people  are  paying  their  bills  in  person;  companies  are 
stepping  up  their  use  of  alternate  delivery  services 
and  electronic  communications  systems.  Yet  declining 
volumes  do  not  mean  decreasing  costs;  the  mailmen 
may  be  bearing  fewer  letters  but  they  must  still  make 
their  rounds. 
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y  }/it.  Bailar  maintains  that  more  efficient  systems 
and  more  flexible  use  of  manpower  can  only  reduce . 
the  deficits  somewhat,  and  that  the  only  way  to  save 
the  Service  may  be  to  cut  services.  He  has  just  an- 
nounced that  two-a-day  business  deliveries  in  many  cities 
will  be  stopped.  He  wants  to  close  some  small  post 
offices  and  substitute  other  types  of  service  in  rural 
areas;  GAO  has  calculated  that  phasing  out  12,000 
of  the  18,000  smallest  post  offices  could  bring  savings 
of  $100  million  annually.  Mr.  Bailar  is  also  promoting 
clustered  or  curb-side  delivery  instead  of  door-to-door 
service  in  new  housing  developments.  He  has  even 
mentioned  revising  rates  so  that  pre-sorted,  standanF 
sized  first-class  mail  sent  by  bulk  users  would  cost 
less  than  a  hand-addressed  birthday  card.  And  so  on. 
But  he1  fears  that  even  if  such  drastic  changes  are 
made,  the  system  may  be  unable  to  avoid  the  spiral 
of  rising  costs,  declining  patronage  and  gradual  decay 
that  has  already  made  other  services — local  bus  sys- 
tems, passenger  trains,  the  old-style  telegraph — bank- 
rupt as  businesses. 

That  points  to  the  problem:  the  premise  is  wrong. 
The  nation's  postal  system  should  be  business-like,  but 
it  is  not  a  business.  It  is  a  basic  public  service  that 
Americans  rely  on  heavily.  Indeed,  the  services  that 
matter  most  are  often  those  that  make  least  sense  in 
cost-accounting  terms:  service  to  individuals,  to  small 
communities,  to  small  businesses  and  little  publications. 
JThis  does  not  mean  that,  for  instance,  every  rural  post 
office  must  be  kept  open  forever  if  equivalent  or 
better  actual  service  can  be  provided  another  way.  It 
does  mean  that  postal  communications  have  to  be  main- 
tained; the  mails  simply  must  go  through. 

However,  in  order  to  preserve  the  kind  of  postal 
system  Americans  expect,  the  public  has  to  be  willing 
to  pay — in  part  as  users  and  in  part  as  taxpayers.  This 
is  where  the  real  problem  arises  because  the  numbers 
are  immense.  According  to  GAO,  if  current  services  are 
maintained  and  the  federal  payment  to  the  Postal  Serv- 
ice stays  at  its  present  $920  million  per  year,  the  price 
of  a  first-class  stamp  will  rise  to  23  cents  by  1981.  On 
the  other  hand,  if  stamps  remain  at  13  cents,  the  cost 
to  the  treasury  could  rise  to  $8.5  billion  annually 
within  5  years.  The  most  acceptable  arrangement  prob- 
ably involves  some  rate  increases,  some  streamlined 
services  and  more  public  support — but  detailed  formu- 
las are  not  going  to  be  easy  to  devise. 
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All  in  all,  this  is  the  kind  of  problem  that  Congress 
is  least  happy  with:  one  that  affects  every  voter  and 
interest  group,  and  costs  far  more  than  anybody  likes 
to  pay.  So  far,  most  legislators  have  ducked.  Last  year 
the  House  authorized  greater  subsidies,  but  also  voted 
to  return  the  system's  management  to  Congress — a 
move  that  is  not  likely  to  solve  anything.  More  re- 
cently, about  50  representatives  went  to  court  to  save 
some  rural  post  offices,  at  least  temporarily.  We  hope 
that  they  will  follow  through  by  addressing  the  prob- 
lem of  who  pays.  That  is,  after  all,  what  Mr.  Bailar 
is  basically  getting  at,  although  in  a  somewhat  back- 
handed way.  The  postal  system  cannot  just  muddle 
along  much  longer;  some  hard  decisions  about  services 
and  subsidies  need  to  be  made. 
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